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PREFACE 


In  1986,  the  Congress  established  the  Physician  Payment  Review  Commission  to  advise  it  on 
Medicare  policies  for  paying  physicians.  Each  year  since  then,  the  Commission  has  prepared 
an  annual  report  to  Congress  drawing  on  analyses  conducted  by  its  staff  and  outside  experts 
as  well  as  input  from  groups  representing  physicians  and  other  health  professionals, 
consumers,  payers,  and  others  affected  by  its  work.  Each  report  has  contained 
recommendations  for  policy  change,  and  the  Commission  has  assisted  the  Congress  in 
translating  those  recommendations  into  program  reform. 

This  is  a  summary  of  the  Commission's  sixth  annual  report  to  Congress.  Each  year,  as  the 
annual  report  is  being  prepared,  the  Commissioners  and  the  staff  have  an  opportunity  to 
reflect  on  the  important  contributions  that  many  organizations  and  individuals  have  made  to 
their  work.  During  the  past  year,  staff  of  the  Congress,  the  Health  Care  Financing 
Administration  and  other  agencies  within  the  Department  of  Health  and  Human  Services,  the 
Congressional  Budget  Office,  the  Congressional  Research  Service,  the  General  Accounting 
Office,  the  Office  of  Technology  Assessment,  and  the  Prospective  Payment  Assessment 
Commission  generously  shared  information  and  advice. 

Social  and  Scientific  Systems,  especially  Jansen  Davis,  Paul  Menick,  and  Arlene  Turner, 
continued  to  provide  outstanding  programming  support  for  many  Commission  projects.  The 
editing  of  the  report  by  Lynn  Lewis  again  proved  to  be  extremely  useful  to  the  staff. 

This  year,  the  Commission  brought  together  experts  in  several  areas  to  advise  it  on  physician 
payment  issues  and  other  aspects  of  health  care  reform.  The  Commission  drew  heavily  on  the 
advice  of  an  interspecialty  panel  of  physicians  in  formulating  its  recommendations  on 
improving  the  accuracy  of  relative  work  values  to  be  used  in  the  Medicare  Fee  Schedule.  It  is 
very  appreciative  of  the  time  and  hard  work  that  panel  members  devoted  to  this  project.  The 
members  of  the  Advisory  Panel  on  Access  to  Care  gave  the  Commission  staff  excellent 
guidance  in  developing  and  implementing  its  work  plans  on  monitoring  access  under  the 
Medicare  Fee  Schedule.  Progress  on  the  Commission's  work  on  practice  expense  was  greatly 
assisted  by  participants  in  a  meeting  to  review  outstanding  research  issues.  And,  the 
Commission's  work  on  profiling  benefitted  immeasurably  from  the  excellent  contributions  by 
participants  in  its  Conference  on  Profiling  and  the  insights  of  participants  in  a  post- 
conference  discussion  group. 

Each  year  the  Commission  both  seeks  the  advice  of  and  provides  the  opportunity  for 
comment  on  its  work  to  organizations  concerned  with  issues  related  to  physician  payment 
policy  and  health  care  reform.  It  considers  the  information  provided  through  formal 
testimony,  comments  on  draft  chapters,  and  numerous  interactions  with  Commission  staff 
most  valuable  in  enhancing  its  understanding  of  the  issues  it  addresses. 


The  Commission  would  also  like  to  express  special  thanks  to  the  following  people  who  were 
particularly  helpful  in  its  work  during  the  past  year:  Howard  Bailit,  Robert  Berenson,  Jill 
Bernstein,  Randall  Bovbjerg,  Donald  Brand,  Peggy  Brink,  Robert  Brook,  Katherine  Bryant, 
Peter  Budetti,  Kathleen  Buto,  Marge  Cahn,  James  Cannon,  Howard  Champion,  Mark 
Chassin,  J.  Jarrett  Clinton,  Janet  Corrigan,  William  Crawford,  Robert  Derzon,  Robert  Dubois, 
David  Eddy,  Lynn  Etheredge,  Judith  Feder,  Marilyn  Field,  Emily  Friedman,  Patricia  Gabow, 
Donald  Gann,  David  Gans,  Marsha  Gold,  Lawrence  Gottlieb,  Sheldon  Greenfield,  David 
Greer,  Betsy  Humphreys,  Karen  Ignagni,  Carol  Jimenez,  Stanley  Jones,  Terry  Kay,  John 
Kelly,  Kathy  King,  Susan  Kladiva,  Steve  Lazarus,  Sheila  Leatherman,  Jesse  Levy,  Kathleen 
'  Lohr,  Carole  Magoffin,  Carron  Maxwell,  Kathleen  McCormick,  Barbara  McNeil,  Walter 
McNerney,  Kathleen  Means,  Michele  Melden,  Laura  Morlock,  Laura  Mueller,  Albert  MuUey, 
Katherine  Gates  Murrey,  Greg  Nycz,  Bernard  Patashnik,  Sarah  Pedersen,  Lois  Quam,  Trish 
Riley,  James  Rodgers,  Stephen  Schoenbaum,  Steven  Schroeder,  Richard  Sharpe,  Al  Siu, 
Stephanie  Spernak,  Sherry  Terrell,  Bruce  Weinstein,  Linda  Johnson  White,  Frederick  Wenzel, 
Mark  Wynn,  and  Don  Zais.  Special  thanks  also  go  to  Maureen  Morrow  and  Curt  Mueller 
whose  work  with  the  Commission  staff  is  reflected  in  this  report. 

Philip  R.  Lee,  M.D. 

March  1992  Chairman 
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CONGRESSIONAL  MANDATE 


Since  the  Physician  Payment  Review  Commission  was  created  in  1986,  its  mandate  has 
evolved  continually  to  reflect  the  policy  concerns  of  the  Congress.  In  1986,  the  Congress  set 
its  sights  on  creating  a  more  rational  and  cost-effective  approach  to  Medicare  physician 
payment.  It  asked  the  Commission  to  consider  relative  payments  across  different  types  of 
services  and  different  geographic  areas,  as  well  as  the  prices  paid  by  beneficiaries  — 
particularly  charges  in  excess  of  those  allowed  by  Medicare. 

In  1987,  the  Congress  returned  to  the  Commission  with  an  additional  charge:  to  consider 
policies  to  slow  increases  in  spending  for  and  use  of  Medicare  physicians'  services.  Since 
then,  the  Commission's  work  has  focused  on  developing  options  to  contain  costs  while 
pursuing  opportunities  to  increase  access  to  care  and  improve  its  quality.  In  1989,  the 
Commission  recommended  a  policy  framework  for  achieving  these  goals  by  linking  financial 
incentives  for  cost-effective  practice  with  the  development  and  dissemination  of  information 
on  appropriate  care  of  patients.  Those  recommendations,  reflected  in  the  1989  Medicare 
payment  reform  legislation,  included  a  resource-based  fee  schedule,  limits  on  charges  to 
beneficiaries,  expenditure  targets  to  slow  growth  in  spending,  and  federal  support  for 
outcomes  research  and  the  development  of  practice  guidelines. 

With  the  passage  of  the  payment  reform  legislation  in  1989,  the  Commission  assumed  new 
responsibilities  for  advising  the  Congress  on  both  implementation  of  the  Medicare  Fee 
Schedule  and  the  evolution  of  the  Volume  Performance  Standard  mechanism.  The 
Commission  also  was  called  on  to  make  annual  recommendations  on  Volume  Performance 
Standards  and  fee  updates  as  well  as  to  monitor  beneficiaries'  access  to  care. 

Since  then,  the  policy  agenda  has  shifted  to  concerns  about  rising  national  expenditures  for 
health  care  and  about  barriers  to  access  for  many  of  the  nation's  citizens.  In  1990  that  shift  in 
priorities  was  embodied  in  the  most  substantial  expansion  in  the  Commission's  mandate  to 
date. 

The  scope  of  the  Commission's  work  was  significantly  expanded  to  encompass  both  issues 
beyond  payment  and  a  set  of  payers  beyond  Medicare.  The  Commission  must  now  advise  the 
Congress  on  Medicaid  payment  policies  as  they  affect  access  to  care  for  inner-city  and  rural 
populations  as  well  as  consider  options  for  controlling  costs  faced  by  employer-based  health 
plans.  This  broader  mandate  makes  the  Commission's  work  particularly  relevant  to 
congressional  deliberations  about  national  reforms  in  the  organization  and  financing  of  health 
services. 

The  new  mandate,  which  also  extends  beyond  payment  issues,  charges  the  Commission  to 
consider  additional  factors  that  must  be  addressed  to  promote  cost-effective  care,  thus 


ix 


acknowledging  the  limitations  of  exclusive  reliance  on  financial  incentives  to  control 
expenditures  and  ensure  appropriate  use  of  services.  Physician  supply  and  specialty 
distribution,  training,  licensure  and  certification  all  determine  whether  the  available  pool  of 
physicians  has  the  requisite  knowledge  and  skills  to  provide  appropriate  care  in  a  cost- 
effective  manner.  The  success  with  which  new  information  about  cost-effective  care  is 
translated  into  practice  will  be  affected  by  policies  related  to  developing  practice  guidelines, 
profiling  physicians'  practice  patterns,  providing  physicians  with  feedback  on  their 
performance,  and  reforming  the  medical  malpractice  system. 

'  As  the  Commission  has  conducted  its  work,  it  has  recognized  the  need  and  benefit  of  paying 
particular  attention  to  integrating  its  analyses  across  policy  areas.  Important  elements  of 
many  of  these  issues  are  interrelated,  and  the  success  of  policy  changes  in  any  area  will  be 
influenced  by  the  extent  to  which  reforms  are  compatible.  The  challenge  has  been  to  focus  on 
the  important  issues  within  each  policy  area  while  developing  approaches  that  are  consistent 
across  all  of  them. 
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EXECUTIVE  SUMMARY 


Six  years  ago,  the  Congress  created  the  Physician  Payment  Review  Commission  to  advise  it 
on  physician  payment  under  the  Medicare  program.  At  that  time,  concern  was  growing  over 
the  escalation  in  program  expenditures  for  physicians'  services;  beneficiaries'  increasing 
financial  liability;  and  the  fact  that  Medicare's  method  of  paying  physicians  on  the  basis  of 
their  historical  charges  had  severely  distorted  the  pattern  of  relative  payment  across  different 
physician  specialties,  services,  and  geographic  areas.  Moreover,  many  also  saw  a  need  for  the 
medical  profession  to  address  issues  of  apparent  inappropriate  and  variable  utilization  of 
medical  services. 

The  Conomission  recommended  a  set  of  proposals  to  respond  to  these  problems,  which  served 
as  the  basis  for  the  physician  payment  reform  provisions  enacted  by  the  Congress  in  the 
Omnibus  Budget  Reconciliation  Act  of  1989  (OBRA89).  The  major  elements  of  the 
comprehensive  law  include  the  Medicare  Fee  Schedule,  limits  on  the  amounts  physicians 
may  charge  beneficiaries  above  the  Medicare  approved  fee,  and  Volume  Performance 
Standards  (VPSs)  to  control  expenditure  growth.  The  legislation  also  expanded  federal 
funding  for  effectiveness  research  and  the  development  of  practice  guidelines. 

The  enactment  of  physician  payment  reform  ushered  in  a  new  era  for  Medicare,  but  many 
expect  the  changes  will  have  a  more  widespread  impact.  Already,  a  number  of  private  payers 
and  state  Medicaid  programs  are  giving  serious  consideration  to  adopting  a  similar  method  of 
paying  physicians.  In  looking  further  into  the  future,  many  see  the  Medicare  payment  model 
as  an  essential  part  of  comprehensive  health  care  reform.  With  Medicare's  physician  payment 
system  in  its  early  stages  of  implementation,  the  national  policy  agenda  has  shifted  to  focus 
on  concerns  regarding  both  the  absolute  level  and  rate  of  growth  of  national  health  care 
expenditures  as  well  as  barriers  to  access  faced  by  many  of  the  nation's  citizens. 
Consideration  of  broader  system  reform  has  been  accompanied  by  a  growing  recognition  of 
the  limitations  of  exclusive  reliance  on  financial  incentives  to  control  expenditures  and 
ensure  appropriate  use  of  services. 

^-^^flectiRg-tbis-iiew^^iitextithe  Commission's  1992  report  to  the  Congress  represents  both  a 
continuation  of  its  past  work  on  design  and  refinement  of  Medicare  physician  payment 
reform  and  consideration  of  a  broader  set  of  interrelated  policies  affecting  the  financing, 
quality,  and  delivery  of  health  services.  Several  chapters  address  aspects  of  the  Medicare  i 
payment  reform:  refining  the  Medicare  Fee  Schedule,  ensuring  financial  protection  and 
access  to  care  for  beneficiaries,  and  revising  the  method  used  to  incorporate  practice  expense 
into  the  fee  schedule.  These  chapters  are  followed  by  chapters  that  focus  on  access  to  care  for 
people  living  in  areas  with  a  shortage  of  health  care  professionals  and  for  Medicaid 
beneficiaries.  The  remaining  chapters  cover  issues  that  affect  the  entire  health  care  system. 
These  include  reforming  the  medical  malpractice  system,  developing  practice  guidelines  that 


improve  quality  and  contain  cost,  enhancing  the  profiling  of  providers,  improving  data 
needed  for  cost  containment  and  quality  assurance,  training  physicians  to  meet  the  nation's 
needs,  and  managing  care. 

REFINING  THE  MEDICARE  FEE  SCHEDULE 

After  two  years  of  preparation,  the  Medicare  Fee  Schedule  was  implemented  on  January  1, 
'  1992.  The  Commission  applauds  the  Health  Care  Financing  Administration  (HCFA)  for 
completing  the  mammoth  task  that  included  determining  the  values  of  services  relative  to  one 
another  for  about  5,500  codes,  adjusting  for  differences  in  costs  among  geographic  areas  for 
about  230  localities,  and  establishing  national  payment  policies  for  surgical  services. 

The  fee  schedule  meets  many  of  the  expectations  established  by  the  Congress  in  enacting 
payment  reform.  Simulations  prepared  by  the  Commission  show  that  a  substantial 
redistribution  of  Medicare's  payments  to  physicians  is  under  way.  In  general,  payments  for 
evaluation  and  management  (EM)  services  (and  those  specialists  who  largely  provide  such 
services)  will  be  higher  under  the  new  fee  schedule,  while  procedural  services  will  be  lower. 
Estimates  of  the  magnitude  and  direction  of  change  are  similar  to  those  that  the  Commission 
developed  with  preliminary  data  in  1989,  which  were  used  by  the  Congress  when  it  wrote  the 
payment  reform  legislation  (PPRC  1989).  Although  the  transition  to  the  fee  schedule  will  not 
be  complete  until  1996,  more  than  half  of  the  realignment  in  payment  rates  will  already  have 
been  accomplished  in  1992.  This  is  due  to  both  the  implementation  of  provisions  in  OBRA89 
and  OBRA90,  which  moved  many  fees  in  the  direction  of  resource-based  payments  during 
1990  and  1991,  and  a  fee  schedule  transition  formula  that  calls  for  significant  changes  in 
1992. 

Reports  in  the  media  suggest  that  many  physicians  have  found  the  payment  rates  to  be  lower 
than  expected.  This  may  reflect  a  number  of  aspects  of  the  policy,  including  the  unexpectedly 
low  dollar  conversion  factor  that  translates  relative  values  into  fees;  the  impact  of  not  paying 
for  interpretation  of  electrocardiograms  (EKGs);  discounted  payments  for  new  physicians; 
and  some  aspects  of  the  payment  reform  that  are  less  well-understood,  such  as  the  absence  of 
a  transition  for  the  elimination  of  specialty  differentials.  In  addition,  the  implementation  of 
new  visit  codes  increases  physicians'  uncertainty  about  how  their  revenues  will  change. 

While  the  broad  effects  of  payment  reform  are  progressing  in  line  with  congressional  intent, 
issues  related  to  coding,  payment  policies,  and  relative  values  remain.  Some  of  these  will 
have  a  substantial  impact  on  certain  physicians  and  threaten  the  system's  ability  to  make 
equitable  and  acceptable  payments  to  them.  With  HCFA  committed  to  continued  refinement 
of  the  Medicare  Fee  Schedule,  the  Commission  believes  that  problems  anticipated  by 
different  specialties  or  groups  of  physicians  are  better  solved  by  further  refining  the  fee 
schedule  than  by  creating  exceptions  or  exemptions  for  narrow  classes  of  providers. 
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Furthermore,  issues  such  as  compensating  physicians  for  the  costs  of  medical  education, 
research,  or  uncompensated  care  should  be  addressed  separately  from  refinement  of  the  fee 
schedule. 

In  defining  global  payment  policies  for  major  and  minor  surgery,  HCFA  has  made  substantial 
progress  in  distinguishing  clearly  which  services  belong  in  which  category  and  allocating 
payment  in  ways  that  accurately  reflect  the  appropriate  bundle  of  services.  The  Commission 
does  remain  concerned  that  physicians  may  not  understand  how  the  policies  apply  and  urges 
an  increased  effort  to  educate  both  physicians  and  carriers.  It  is  also  important  for  HCFA  to 
refine  and  clarify  its  payment  policies  for  special  types  of  surgery,  such  as  trauma  surgery, 
that  routinely  involve  multiple  operations  and  more  than  one  physician  providing  care. 

Coding  issues  still  present  difficulties.  The  Commission  remains  especially  concerned  about 
coding  for  evaluation  and  management  services.  With  content  descriptions  and  typical  times 
often  not  congruent,  the  new  codes  may  send  mixed  messages  to  physicians  and  carriers 
concerning  what  is  the  appropriate  code  for  a  given  service.  The  Commission  plans  to 
monitor  use  of  the  new  visit  codes  to  determine  whether  the  goals  of  coding  reform  —  using 
codes  in  a  predictable  and  uniform  manner  —  are  being  accomplished. 

The  assignment  of  accurate  relative  values  remains  a  key  issue  as  well.  In  assessing  the 
refinements  published  in  the  Final  Rule,  the  Commission  has  found  that  significant 
improvements  have  been  made.  It  is  pleased  that  HCFA  has  established  an  ongoing  process 
for  reviewing  relative  values  that  may  remain  out  of  line  {Federal  Register  1991b).  A 
particular  area  that  needs  more  attention  is  the  pattern  of  relative  work  values  for  EM 
services,  especially  the  differences  in  intensities  (work  per  unit  of  time)  for  different  visit 
classes.  Currently,  virtually  the  same  intensity  is  assigned  for  all  types  of  visits  in  the  office 
and  the  hospital.  The  two  exceptions  are  a  substantially  lower  intensity  for  initial  inpatient 
consultations  and  a  substantially  higher  intensity  for  inpatient  follow-up  consultations.  This 
pattern  is  inconsistent  with  both  analysis  of  survey  data  and  the  opinions  of  clinicians 
obtained  through  a  structured  consensus  process. 

The  absence  of  patient  factors,  such  as  severity  of  illness,  may  present  an  additional  obstacle 
to  equitable  payment.  The  introduction  of  a  Medicare  adjuster  and  research  on  the  feasibility 
of  incorporating  a  severity  modifier  would  help  address  this  issue. 

For  selected  services  that  are  provided  primarily  in  physician  offices,  HCFA  is  reducing  the 
practice  expense  relative  values  by  50  percent  when  those  services  are  delivered  in  hospital 
outpatient  departments.  This  site-of-service  differential  reflects  the  fact  that  hospitals  furnish 
and  are  paid  for  some  resources  required  in  performing  these  services.  The  Commission 
applauds  HCFA's  effort  to  introduce  site-of-service  differentials  into  the  fee  schedule,  but 
suggests  that  it  should  attempt  to  develop  service-specific  estimates  of  practice  expense 
differences  by  site.  In  the  longer  term,  the  Commission  supports  basing  the  practice  expense 
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component  of  the  fee  schedule  on  estimates  of  the  resources  required  to  provide  individual 
services  instead  of  historical  charge  levels  as  specified  in  OBRA89. 

OBRA89  called  for  the  initial  conversion  factor  for  the  fee  schedule  to  be  budget  neutral. 
HCFA  initially  proposed  an  unexpectedly  low  amount  of  $26.87,  which  according  to  its 
interpretation  of  the  law  was  required  to  maintain  budget  neutrality  {Federal  Register 
1991a).'  Various  factors  affected  HCFA's  calculation  of  the  conversion  factor,  including  its 
interpretation  of  how  to  adjust  payments  to  maintain  budget  neutrality  and  its  assumptions 
about  physician  responses  to  changes  in  payment  rates.  The  Commission  previously 
recommended  changes  to  restore  the  conversion  factor  to  a  level  more  consistent  with 
congressional  intent.  The  final  conversion  factor  of  $30.42  (updated  to  $31.00  for  1992) 
reflects  numerous  modifications  in  its  calculation.  But  it  still  includes  an  adjustment  for  an 
estimated  6.5  percent  net  increase  in  the  volume  of  services  that  HCFA  assumes  will  occur  in 
response  to  changes  in  payment  rates.  The  Commission  regards  the  magnitude  of  this 
adjustment  as  excessive. 

The  Commission  also  recommends  changes  that  will  require  congressional  action  in  several 
areas.  Specifically,  the  Commission  recommends  separate  payment  for  EKGs,  elimination  of 
differential  payment  for  new  physicians,  and  resource-based  payment  for  assistants-at- 
surgery. 

As  increasing  numbers  of  other  payers  incorporate  elements  of  the  Medicare  Fee  Schedule 
into  their  own  policies,  the  importance  of  broadening  the  applicability  of  the  fee  schedule 
beyond  Medicare  is  heightened.  Already  some  state  Medicaid  programs  and  private  payers 
are  taking  steps  to  adopt  fee  schedules  based  on  Medicare  relative  values,  a  trend  that  seems 
certain  to  continue.  Adjustments  to  relative  values  or  new  relative  values  are  needed  for 
services  provided  to  certain  distinct  patient  populations  —  such  as  obstetrical  services  and 
services  to  children  —  and  for  services  not  covered  by  Medicare  —  such  as  some  preventive 
services. 

The  prospects  for  use  of  major  elements  of  the  fee  schedule  beyond  Medicare  highlight  the 
urgency  of  refining  the  fee  schedule.  While  HCFA  is  continuing  to  improve  its  refinement 
process,  it  should  take  further  steps  to  make  certain  that  the  process  is  an  open  one,  with 
disclosure  of  the  basis  for  making  changes.  The  process  should  include  the  wide  spectrum  of 
interested  parties  that  will  be  affected  by  the  refinement  of  the  Medicare  Fee  Schedule  and  its 
broader  use  —  physicians,  other  practitioners,  consumers,  private  payers,  and  Medicaid 
programs. 


This  amount  was  for  1991.  No  update  for  1992  was  calculated. 
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ENSURING  FINANCIAL  PROTECTION  AND  ACCESS 
TO  CARE  FOR  BENEFICIARIES 


The  Congress  has  long  recognized  that  Medicare  beneficiaries  have  an  important  stake  in 
physician  payment  reform.  It  has  devoted  considerable  attention  to  ensuring  that  policies  are 
designed  and  implemented  to  safeguard  access  to  care  and  to  protect  beneficiaries  from 
significant  financial  hardship.  In  OBRA89,  the  Congress  adopted  limits  on  the  amount 
physicians  may  charge  beneficiaries  above  the  fee  schedule  amount.  When  the  three-year 
transition  for  these  limits  is  complete  in  1993,  charges  will  be  limited  to  115  percent  of  the 
fee  schedule  payment  to  nonparticipating  physicians  (109.25  percent  of  the  payment  to 
participating  physicians). 

Commission  simulations  project  that  charge  limits  will  substantially  reduce  beneficiaries' 
out-of-pocket  costs.  Aggregate  payments  for  balance  bills  are  projected  to  be  reduced  by  74 
percent  —  roughly  $1.5  billion  per  year  —  by  1993.  The  percentage  of  beneficiaries  with 
balance  bills  in  excess  of  $500  in  a  year  is  projected  to  decline  from  slightly  over  2  percent  to 
near  zero. 

Ensuring  Financial  Protection 

To  ensure  that  the  promise  of  financial  protection  under  the  payment  reform  is  realized, 
changes  are  needed  in  the  law,  in  the  dissemination  of  information  about  the  charge  limits, 
and  in  enforcement.  Current  law  does  not  specify  that  beneficiaries  are  not  liable  for  amounts 
physicians  bill  above  Medicare  charge  limits  or  that  physicians  should  refund  any  excess 
amounts  paid.  To  ensure  that  beneficiaries  do  receive  the  financial  protection  envisioned  in 
the  payment  reform,  the  Congress  should  amend  the  Medicare  statute  to  clarify  that 
beneficiaries  are  not  liable  for  amounts  billed  above  the  limiting  charge.  Language  should 
also  be  added  that  requires  physicians  to  refund  to  beneficiaries  any  amount  above  the  legal 
limit. 

The  Commission  enthusiastically  supports  HCFA's  plan  to  include  the  charge  limit  on  the 
Explanation  of  Medicare  Benefits  form  in  1993  and  considers  it  to  be  a  critical  element  to  the 
successful  implementation  of  charge  limits.^  But  additional  educational  efforts  are  needed, 
and  the  Congress  should  instruct  HCFA  and  its  carriers  to  disseminate  information  about  the 
limiting  charge  policy  more  widely  to  beneficiaries  and  physicians.  Organizations 
representing  physicians  and  beneficiaries  should  also  take  steps  to  educate  their  members 
about  Medicare  policies. 


^  The  Explanation  of  Medicare  Benefits  form  informs  beneficiaries  about  charges  for  physicians'  services  they 
received,  Medicare  payments  on  their  behalf,  and  amounts  they  owe. 
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To  back  up  these  educational  efforts,  carriers  should  be  directed  and  funded  to  screen  all 
unassigned  claims  to  determine  if  charges  exceed  the  limits.  Changes  in  computer  systems 
required  for  implementation  of  other  payment  policies  would  make  the  addition  of  this  screen 
relatively  simple  for  carriers  to  undertake.  The  program  should  also  notify  physicians  each 
time  the  charge  limit  is  exceeded.  This  may  both  improve  voluntary  compliance  and  facilitate 
identification  of  physicians  who  "knowingly  and  willfully"  violate  charge  limits. 

The  effectiveness  of  the  limiting  charge  policy  also  depends  on  the  Medicare  program's 
ability  to  respond  appropriately  when  charge  limits  have  been  exceeded,  including  the 
.  imposition  of  sanctions  when  necessary.  Currently,  there  appears  to  be  some  uncertainty 
about  which  agency  within  the  Department  of  Health  and  Human  Services  (HHS)  is 
responsible  for  enforcing  the  charge  limits.  That  authority  should  be  clearly  delegated  by  the 
Secretary. 

Monitoring  Access 

The  Commission  will  play  an  active  role  in  monitoring  Medicare  beneficiaries'  access  to  care 
under  the  fee  schedule.  Maintaining  an  acceptable  level  of  beneficiary  access  to  care  is 
crucial  to  the  success  of  Medicare  physician  payment  reform.  The  new  payment  system, 
however  reasonable,  will  not  be  judged  a  success  if,  despite  gains  in  access  for  some 
beneficiaries,  there  are  deteriorations  for  others. 

OBRA89  requires  the  Commission  to  comment  on  the  Secretary's  annual  report  on 
beneficiary  utilization  of  and  access  to  physicians'  services.  In  response  to  this  mandate,  the 
Commission  has  developed  plans  for  monitoring  access  that  will  enable  it  to  evaluate  the 
Secretary's  report  and  to  conduct  research  that  is  complementary  to  that  planned  by  HCFA.  In 
doing  so,  it  drew  on  the  expertise  of  an  Advisory  Panel  on  Access  it  convened  in  1991.^ 

The  Commission's  work  in  the  past  year  has  focused  on  identifying  indicators  of  access  that 
may  feasibly  be  calculated  using  Medicare  claims  data.  The  approach  encompasses  tracking 
utilization  for  specific  procedures  and  for  targeted  subsets  of  the  population,  determining 
through  statistical  techniques  which  changes  in  utilization  are  related  to  changes  in  the 
payment  system,  and  interpreting  whether  changes  in  utilization  reflect  changes  in  access  to 
care.  As  a  general  strategy,  targeted  utilization  measures  (e.g.,  hospital  admissions  that  could 
have  been  avoided  with  timely  and  adequate  primary  care)  will  be  tracked  for  vulnerable 
populations  who  are  most  at  risk  for  reductions  in  access  to  care. 


The  Commission's  work  plan  was  spelled  out  in  Monitoring  Access:  Report  to  Congress  in  1991  (PPRC  1991b). 
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While  awaiting  data  from  1992,  baseline  measures  of  beneficiary  access  to  care  are  being 
calculated  using  complete  Medicare  claims  data  for  a  sample  of  1.5  million  beneficiaries  for 
the  years  1986  through  1990.  Detailed  profiles  of  utilization  and  access  will  be  presented  to 
the  Congress  in  the  Commission's  report  on  access  due  May  15,  1992. 

In  subsequent  years  the  Commission  will  use  claims  data  and  survey  data,  including  that 
from  the  Current  Beneficiary  Survey  conducted  by  HCFA  and  the  National  Ambulatory 
Medical  Care  Survey  conducted  by  the  National  Center  for  Health  Statistics,  to  contrast 
beneficiaries'  access  to  care  prior  to  and  after  the  implementation  of  payment  reform.  To  help 
shape  this  work,  it  will  also  consider  conducting  targeted  surveys  or  focus  groups  of  both 
beneficiaries  and  physicians.  These  activities  will  both  document  improvements  in  access 
that  may  result  from  payment  reform  and  identify  problem  areas  that  may  require 
administrative  or  legislative  attention. 


PRACTICE  EXPENSE  RELATIVE  VALUES 


OBRA89  bases  practice  expense  and  malpractice  expense  relative  values  on  historical 
charges  for  individual  services  and  survey  data  on  revenue  shares  for  the  specialties  that 
provide  these  services.  The  Commission  has  been  working  to  develop  resource-based 
measures  of  these  inputs.  It  has  devised  a  method  that  relies  on  common  accounting 
principles  to  split  practice  expense  into  two  categories:  direct  costs,  which  can  be  attributed 
to  a  specific  service,  and  indirect  costs,  which  are  common  to  many  or  all  services.  Under 
this  approach,  estimates  of  direct  costs  come  from  measurement  of  resource  use  by  service, 
while  indirect  costs  are  allocated  to  services  in  proportion  to  physician  work  and  direct  costs. 

A  pilot  study  of  this  method  was  conducted  with  data  from  a  large  multispecialty  clinic.^  The 
study,  which  is  described  in  detail  in  a  separate  report,  examined  three  key  issues:  the  types 
of  data  required  to  develop  resource-based  relative  values;  the  difficulty  in  collecting  these 
data;  and  the  decisions  and  issues  that  arise  throughout  the  data  collection  and  relative  value 
calculation  process  (PPRC  1992).  The  resulting  estimates,  which  are  based  on  data  that  are 
too  limited  to  determine  actual  payment  amounts,  suggest  the  broad  implications  of  a 
resource-based  approach. 

The  analysis  shows  that  the  estimated  resource-based  payment  rates  would  differ 
substantially  from  those  under  the  current  version  of  the  Medicare  Fee  Schedule.  Roughly 
one-quarter  of  practice  expense  payments  would  be  reallocated.  In  general,  payments  for  EM 
services  would  increase,  while  payments  for  procedures  would  decrease.  Services  performed 


Data  were  obtained  from  two  additional  large  clinics  to  study  variation  in  relative  resource  use  across  practices. 
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in  physician  offices  would  generally  be  paid  more;  those  performed  in  hospitals  and 
outpatient  facilities  would  generally  be  paid  less. 

Analyses  were  conducted  to  determine  how  sensitive  these  estimates  are  to  changes  in  the 
key  assumptions  (such  as  compensation  rates  for  staff  and  billing  costs  per  service)  or  certain 
methods  used.  The  estimates  had  little  sensitivity  to  the  assumptions,  but  were  moderately 
sensitive  to  the  choice  of  a  basis  for  allocating  indirect  costs  and  to  the  share  of  practice 
expenses  classified  as  direct  versus  indirect. 

'  Two  types  of  research  issues  are  outstanding:  those  related  to  data  collection  and  those 
related  to  refinement  of  the  resource-based  framework.  The  data  collection  task  that  would  be 
required  before  a  resource-based  approach  could  actually  be  implemented  is  a  substantial  one 
and  should  be  undertaken  by  HCFA.  HCFA  is  currently  sponsoring  research  on  equipment 
costs  and  on  comparison  of  practice  costs  between  physician  offices  and  other  outpatient 
settings,  such  as  hospital  outpatient  departments.  The  Congress  should  direct  HCFA  to  collect 
additional  data  to  test  resource-based  methods  and  their  implications.  The  Commission  plans 
to  focus  its  research  on  several  outstanding  issues  within  the  resource-based  framework,  such 
as  the  treatment  of  staff  downtime;  use  of  clinical  office  staff  to  assist  the  physician  in 
settings  outside  of  the  office;  and  the  choice  of  mean,  median,  or  efficient  costs  as  the  basis 
for  direct  cost  calculations. 


INCREASING  THE  AVAILABILITY  OF  HEALTH  PROFESSIONALS  IN 
SHORTAGE  AREAS 


Improving  access  to  health  care  in  rural  and  inner-city  areas  depends  largely  on  the  successful 
recruitment  and  retention  of  health  professionals  who  provide  primary  care.  Multiple 
approaches  are  required  to  maintain  an  adequate  supply  of  physicians  and  other  practitioners 
in  these  vulnerable  areas.  Increasing  payments  to  physicians  in  underserved  areas  will  not  by 
itself  alleviate  access  problems.  Measures  to  expand  the  medical  resources  available  to 
physicians  in  remote  areas  (for  example,  telecommunication  links  with  consultants)  and 
continued  reliance  on  nonphysician  practitioners  and  public  programs  such  as  community 
and  migrant  health  centers  and  the  National  Health  Service  Corps  should  be  pursued  in 
conjunction  with  effective  payment  policies. 

One  payment  policy  that  seeks  to  enhance  access  to  physicians'  services  for  underserved 
populations  is  the  Medicare  bonus  payment.  Under  this  policy,  physicians  receive  a  10 
percent  payment  above  the  Medicare  fee  for  services  delivered  in  Health  Professional 
Shortage  Areas  (HPSAs).  Research  suggests  that  such  a  bonus  is  probably  more  effective  in 
retaining  physicians  in  shortage  areas  than  in  recruiting  them. 
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In  order  to  augment  the  ability  of  the  bonus  payment  to  retain  physicians,  the  Commission 
recommends  two  modifications  to  the  current  designation  of  geographic  areas  in  which 
bonuses  are  paid.  First,  in  those  areas  that  lose  designation  as  HPSAs,  Medicare  should 
continue  to  provide  bonus  payments  for  three  additional  years.  This  would  counter  the 
instability  of  the  HPSA  designation,  so  that  areas  that  successfully  recruit  or  retain  physicians 
do  not  immediately  lose  the  bonus  payment. 

Second,  bonuses  should  be  paid  in  nonmetropolitan  counties  with  poverty  rates  exceeding  25 
percent  of  the  population,  regardless  of  their  HPSA  status.  Although  the  HPSA  designation 
helps  identify  where  there  are  current  physician  shortages,  the  Commission  wants  to  broaden 
the  bonus  to  areas  that  are  prone  to  shortages  but  that  do  not  now  satisfy  the  HPSA  criteria. 
The  Commission  plans  to  examine  corresponding  improvements  in  the  distribution  of  bonus 
payments  in  inner-city  areas. 


INCREASING  ACCESS  UNDER  MEDICAID 


In  its  report  last  year  on  physician  payment  under  Medicaid,  the  Commission  documented  the 
large  difference  between  Medicaid  and  Medicare  fees,  supporting  the  goal  of  raising 
Medicaid  fees  to  Medicare  levels  to  improve  access  to  care  (PPRC  1991a).  The  report  noted, 
however,  that  since  factors  other  than  fees  affect  physician  participation  in  Medicaid,  some 
geographic  areas,  particularly  in  inner-city  and  rural  locales,  may  remain  underserved  even 
with  substantial  fee  increases.  Other  federal  options  must  be  explored  that,  along  with  fee 
increases,  could  improve  access  to  care.  These  include  expanding  federal  support  to 
alternative  delivery  systems  —  such  as  community  and  migrant  health  centers,  hospitals,  and 
schools  —  that  are  located  in  communities  where  Medicaid  beneficiaries  live  and  removing 
barriers  to  state  efforts  to  increase  the  use  of  managed  care. 

Alternative  Delivery  Systems 

Community  health  centers,  hospitals,  and  schools  play  important  roles  in  providing  medical 
care  to  Medicaid  beneficiaries  in  both  rural  and  urban  areas.  Many  of  those  served  by  these 
providers  have  limited  access  to  office-based  physicians'  services  and  might  continue  to  even 
if  Medicaid  payments  were  raised.  Increased  federal  grant  support  could  substantially  expand 
the  number  of  Medicaid  beneficiaries  who  could  obtain  access  to  care  from  these  alternative 
delivery  systems.  Additional  federal  dollars  should  be  allocated  both  to  fund  new  community 
health  centers  in  underserved  areas  and  to  expand  the  capacity  of  existing  centers.  Federal 
funds  should  also  be  increased  to  promote  the  provision  of  primary  care  services  by  hospitals 
and  schools.  Improving  Medicaid  payments  to  these  providers,  comparable  to  the  enhanced 
payment  federally  qualified  health  centers  now  receive,  could  also  broaden  their  ability  to 
serve  Medicaid  beneficiaries. 


9 


For  these  providers  to  reach  their  full  potential,  other  barriers  must  be  addressed  as  well. 
These  include  expanding  the  number  of  health  professionals  in  the  National  Health  Service 
Corps,  which  has  been  an  important  source  of  physicians  and  other  practitioners  for 
community  health  centers;  ensuring  availability  of  liability  coverage  at  reasonable  rates; 
ensuring  that  community  health  center  staff  are  able  to  obtain  hospital  admitting  privileges 
consistent  with  their  credentials;  and  removing  unnecessary  restrictions  on  nonphysician 
practitioners. 

Medicaid  Managed  Care 

Promoting  the  use  of  managed  care  is  yet  another  policy  option  that  could  increase  Medicaid 
beneficiaries'  access  to  care.  Health  maintenance  organizations  (HMOs)  or  primary  care  case 
managers  that  are  willing  to  contract  with  a  state  Medicaid  program  to  provide 
comprehensive  services  may  improve  access  to  care  for  beneficiaries  living  in  areas  where 
few  private  practitioners  are  available  to  serve  those  eligible  for  Medicaid.  To  the  degree  that 
managed  care  can  substitute  office-based  care  for  emergency  room  visits,  Medicaid 
beneficiaries'  health  problems  could  be  addressed  earlier,  and  they  could  benefit  from  greater 
continuity  of  care. 

Nevertheless,  the  promise  of  managed  care  to  improve  Medicaid  beneficiaries'  access  is  not 
always  realized.  When  managed-care  organizations  are  paid  on  the  basis  of  capitation,  they 
have  incentives  to  underserve.  Furthermore,  because  Medicaid  beneficiaries  are  less  able  to 
"work  the  system,"  they  face  a  greater  risk  of  underservice  compared  with  the  general 
population.  Mandating  the  use  of  managed  care  or  contracting  with  plans  that  specialize  in 
serving  Medicaid  patients  increases  these  risks  even  further.  As  a  result,  the  federal 
government  has  placed  a  number  of  constraints  on  Medicaid  programs'  use  of  managed  care. 
Among  these  are  a  ceiling  on  the  proportion  of  Medicare  and  Medicaid  beneficiaries  served 
by  an  HMO,  policies  favoring  federally  qualified  HMOs  over  those  qualified  by  the  state 
plan,  and  requirements  that  states  obtain  federal  waivers  before  mandating  that  beneficiaries 
receive  care  in  managed-care  organizations. 

Advances  in  quality  assurance  may  permit  managed  care  to  play  a  larger  role  in  Medicaid  and 
succeed  more  often  in  realizing  its  potential  to  improve  access  to  care.  The  HMO  industry 
has  made  significant  strides  in  developing  procedural,  structural,  and  outcome  standards  to 
assure  quality.  Recently,  HCFA  initiated  a  major  effort  to  upgrade  quality  assurance  for 
Medicaid  managed-care  programs.  If  these  efforts  are  implemented  successfully, 
consideration  can  be  given  to  removing  some  of  the  federal  constraints  on  the  use  of 
managed  care  in  Medicaid. 

Although  it  is  too  early  for  the  Commission  to  make  a  recommendation  to  remove  federal 
constraints,  it  is  encouraged  by  HCFA's  quality  assurance  initiative.  If  implementation 
progresses  well,  the  Commission  will  consider  recommendations  for  concrete  steps  that  could 
increase  the  use  of  managed  care  in  the  Medicaid  program. 
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Research  Update  and  Work  Plan 

Research  on  the  relationship  between  Medicaid  fees  and  access  to  care  has  continued.  Data 
from  a  new  Urban  Institute  survey  indicate  that  some  states  raised  fees  between  1989  and 
1990,  but  that  the  amount  of  increases  varied  across  states  and  across  procedures  (Holahan 
1991).  Recent  studies  have  been  consistent  with  past  work  in  suggesting  that  fee  levels  do  not 
influence  the  number  of  services  received.  Studies  have  reached  conflicting  conclusions  on 
the  effect  of  fees  on  site  of  service,  however. 

The  Commission  has  also  considered  the  impact  of  the  equal  access  provision  of  OBRA89, 
which  requires  states  to  demonstrate  that  their  Medicaid  fees  are  sufficient  to  ensure  that 
services  are  as  available  to  Medicaid  beneficiaries  as  they  are  to  the  general  population.  To 
date,  this  provision  does  not  appear  to  have  prompted  systematic  changes  in  either  Medicaid 
fees  or  other  policies,  since  most  states  have  been  able  to  argue  that  they  meet  the 
requirements  of  the  law.  If  this  provision  is  to  improve  access,  HCFA  will  have  to  develop 
measures  of  access  appropriate  to  the  Medicaid  population  and  direct  states  to  collect  the  data 
needed  to  monitor  whether  the  requirements  of  OBRA89  are  being  met. 

In  the  year  ahead,  the  Commission  will  explore  developing  access  measures  that  are  suitable 
for  the  Medicaid  population  and  that  the  states  could  use  to  meet  the  requirements  of  the 
OBRA89  equal  access  provision.  It  will  also  consider  the  feasibility  of  designing  and  fielding 
an  ongoing  survey  of  Medicaid  beneficiaries  to  provide  information  on  source  of  care,  access 
barriers,  satisfaction,  and  demographic  characteristics.  The  Commission  hopes  to  learn  more 
about  the  potential  of  using  primary  care  case  management  programs  and  nonphysician 
practitioners  to  improve  access. 

MEDICAL  MALPRACTICE  REFORM 

The  medical  malpractice  system  is  expected  to  both  reduce  preventable  medical  injuries  and 
compensate  patients  when  they  occur.  Both  of  these  goals  are  compromised  by  problems  with 
the  existing  system.  Although  the  quality  of  medical  care  is  generally  high,  preventable 
medical  injuries  are  too  frequent  and  efforts  to  reduce  their  occurrence  are  insufficient.  Few 
patients  who  are  injured  by  negligence  are  compensated,  and  those  who  are  compensated 
receive  awards  that  are  delayed  and  not  consistently  calibrated  to  actual  losses.  The  extent 
and  cost  of  defensive  medicine  practices  are  unknown,  but  there  is  concern  that  they  might 
contribute  substantially  to  inappropriate  care  and  higher  costs.  The  system's  administrative 
expenses  are  too  high,  and  the  cost  of  malpractice  insurance  premiums  may  impair  access  to 
care  in  some  circumstances. 

The  medical  malpractice  system  is  compromising  federal  interests  in  constraining  the  rise  in 
health  care  costs  and  ensuring  access  to  high  quality  care.  To  address  the  underlying  causes 
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of  the  malpractice  system's  problems,  reforms  should  pave  the  way  for  a  dramatically 
different  approach  which  encompasses  separate  systems  for  compensation  and  deterrence. 
There  would  be  a  system  for  fast,  efficient  compensation  that  would  provide  adequate 
payment  to  patients  who  experience  preventable  medical  injuries.  A  parallel  system  would  be 
put  in  place  for  monitoring,  quality  review,  and  other  measures  that  would  reduce  the  rate  of 
injury. 

Although  this  system  cannot  be  implemented  immediately,  its  components  should  be 
developed  now,  both  to  lay  the  groundwork  for  its  future  establishment  and  to  improve  the 
functioning  of  the  present  system.  The  federal  government  should  ensure  that  practitioners, 
hospitals,  and  health  care  organizations  engage  in  effective  injury  reduction  efforts  for 
inpatient  and  outpatient  care.  It  should  support  research  to  establish  and  improve  systems  for 
data  collection,  analysis,  and  design  and  implementation  of  effective  interventions. 

The  Congress  should  authorize  and  fund  the  development  and  assessment  of  demonstrations 
of  administrative  or  other  systems  for  compensating  patients  for  negligent  medical  injuries. 
The  demonstrations  should  provide  information  on  the  features  that  would  be  needed  in  a 
future  compensation  system  for  fast,  efficient,  and  accurate  resolution  of  claims.  The 
Congress  should  also  support  the  development  and  testing  of  standards  for  determining 
compensability  that  would  be  more  reliable  than  the  existing  negligence  standard. 

As  part  of  a  broader  reform  package,  the  Congress  should  effect  the  widespread  adoption  of 
certain  tort  reforms.  These  include  reasonable  limits  or  schedules  for  noneconomic  damages 
and  contingency  fees,  thresholds  for  joint  and  several  liability,  offset  of  awards  for  collateral 
source  payments,  periodic  payment  of  large  awards,  reduction  of  long  statutes  of  limitations 
for  minors,  as  well  as  encouragement  of  early  assessment  of  claims  and  use  of  alternative 
dispute  resolution  methods. 

Tort  reforms  are  intended  to  improve  incrementally  the  workings  of  the  current  tort  system. 
By  limiting  the  number  and  size  of  claims  paid,  they  would  lower  malpractice  premiums  in 
some  states.  But  these  reforms  alone  would  not  resolve  the  major  problems  of  the  malpractice 
system.  Reducing  medical  injury  and  defensive  medicine  —  and  their  associated  costs  —  is 
likely  to  be  more  dependent  on  other  elements  in  the  package  of  malpractice  reforms 
included  in  the  Commission's  recommendations. 

As  demonstrations  are  conducted  and  reforms  are  put  in  place,  the  Agency  for  Health  Care 
Policy  and  Research  (AHCPR)  should  sponsor  studies  of  their  effects  on  patients.  Funds  for 
malpractice  research  should  be  identified  separately  in  AHCPR's  budget. 
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DEVELOPING  PRACTICE  GUIDELINES  TO  IMPROVE 
QUALITY  AND  CONTAIN  COSTS 


Practice  guidelines  can  play  a  key  role  in  efforts  to  increase  the  quality  of  medical  care  and 
contain  costs.  They  can  help  patients,  physicians,  payers,  and  others  choose  effective 
approaches  to  care  in  an  environment  of  constrained  resources.  Without  information  from 
guidelines,  attempts  to  contain  health  care  costs  may  reduce  the  delivery  of  both  necessary 
and  unnecessary  services. 

The  AHCPR  and  other  pubhc  and  private  organizations  have  made  significant  progress  in  the 
development  of  practice  guidelines.  In  reviewing  what  has  been  accomplished  to  date,  the 
Commission  has  identified  three  areas  that  should  be  addressed. 

The  first  is  to  ensure  that  practice  guidelines  are  constructed  to  help  address  costs  as  well  as 
quality.  This  can  be  done  without  requiring  guideline  developers  to  make  value-laden 
decisions  on  the  tradeoffs  between  costs  and  benefits  of  services  to  patients.  AHCPR  should 
give  priority  to  developing  guidelines  —  including  guidelines  for  individual  services  —  on 
topics  that  have  the  potential  to  reduce  the  resources  being  spent  on  unnecessary  services. 
The  agency  should  specify  the  elements  to  be  incorporated  in  guidelines  to  enable  them  to  be 
used  in  different  ways  to  address  the  cost  as  well  as  quality  of  care.  It  should  also  require  that 
all  federally  sponsored  guidelines  contain  these  elements  to  the  greatest  extent  possible. 

The  second  area  concerns  how  to  meet  the  current  pressing  need  for  practice  guidelines. 
Many  guidelines  have  already  been  produced,  but  they  are  of  varying  quality.  AHCPR, 
working  with  other  groups  interested  in  the  development  and  use  of  guidelines,  should 
establish  a  clearinghouse  to  collect  all  available  practice  guidelines;  to  develop  and  apply 
criteria  to  determine  which  of  them  would  be  useful  in  the  short  term  in  improving  the  value 
and  quality  of  care;  and  to  ensure  that  such  guidelines  are  disseminated  widely. 

Third,  emphasis  needs  to  be  given  to  ensuring  that  future  guidelines  are  valid  and  developed  by 
efficient  methods.  AHCPR  should  fund  research  to  identify  the  most  effective  and  efficient 
methods  of  producing  valid  practice  guidelines.  The  Department  of  Health  and  Human  Services 
(especially  AHCPR)  should  fund,  conduct,  and  coordinate  research  to  provide  the  types  of 
clinical  information  needed  for  guidelines.  In  addition,  it  should  fund  and  facilitate  research  on 
whether  guidelines  help  improve  patient  outcomes  and  control  costs  in  actual  practice. 

REALIZING  THE  POTENTIAL  OF  PROFILING 

Profiling  is  an  analytic  tool  that  provides  a  means  to  compare  practice  patterns  of  providers 
on  the  dimensions  of  cost,  service  use,  or  quality  of  care.  It  is  increasingly  being  used  in 
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activities  related  to  utilization  review,  quality  improvement,  assessment  of  provider 
performance,  and  research  into  the  effectiveness  and  appropriateness  of  care.  Its  expanded 
use  is  related  to  the  growing  availabihty  of  data  on  which  profiling  can  be  based,  as  well  as 
the  spread  and  improvement  of  technology  for  processing  this  information. 

The  availabihty  of  information  may  be  outpacing  the  ability  to  use  profiling  effectively  and 
responsibly,  however.  As  profiling  has  become  more  widespread,  diverse  groups  have  raised 
concerns  over  the  quality  of  the  profiles  themselves,  the  uses  to  which  they  have  been  put, 
and  access  to  the  information  contained  in  them. 

In  January  1992,  the  Commission  held  a  conference  on  profiling  to  learn  what  is  known 
about  the  appropriateness  of  present  uses  of  profiling  and  to  identify  what  will  be  required  to 
realize  the  full  potential  of  this  technique.  The  participants  suggested  that  current  problems 
with  profiling  are  primarily  related  to  limitations  of  the  underlying  data.  While  work  is 
undertaken  to  overcome  these  limitations,  there  are  responsible  ways  that  profiling  can  be 
used  to  meet  important  needs  of  physicians,  payers,  and  policymakers. 

Profiling  appears  to  be  a  useful  tool  for  uncovering  potential  problems  with  the  quality  and 
efficiency  of  care.  When  put  in  the  hands  of  physicians  —  especially  in  the  context  of  a 
structured  group  process  —  profiling  results  can  serve  as  an  effective  stimulus  to  action,  even 
when  the  profiles  themselves  are  imperfect  and  when  the  appropriate  approach  to  care  is  not 
known.  In  the  course  of  exploring  reasons  for  variation  in  profiling  rates,  physicians  can 
often  identify  ways  to  change  their  practices  for  the  better.  This  can  not  only  improve  the 
quality  of  care,  but  also  help  physicians  respond  to  the  collective  incentive  of  Volume 
Performance  Standards  to  contain  costs. 

Profiling  can  help  both  payers  and  physicians  by  improving  the  effectiveness  and  decreasing 
the  intrusiveness  of  utilization  review.  It  can  accomplish  the  most  if  it  focuses  on  changing 
the  behavior  of  not  only  the  outlier  physician  but  also  the  average  physician.  This  will  require 
payers  to  convene  groups  of  physicians  to  review  profiling  results,  at  least  until  practice 
guidelines  and  appropriate  utilization  rates  are  available. 

Physicians  will  have  better  information  to  act  upon  if  claims  data  become  more  supportive  of 
profiling.  This  can  be  achieved  by  recording  information  on  all  claim  forms  about  physician 
specialty,  patient  condition/diagnosis,  and  the  physician  who  orders  or  refers  each  service  and 
by  linking  administrative  databases  across  payers. 

Achieving  the  short-term  and  long-term  goals  of  profiling  requires  an  infrastructure  capable 
of  supporting  three  complementary  activities: 

•        data  collection,  dissemination,  and  analysis; 
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•  the  convener  function,  by  which  providers  come  together  to  review  profihng 
results  in  the  context  of  a  structured  group  process;  and 

•  interaction  of  providers,  payers,  and  consumers. 

In  the  coming  year,  the  Commission  will  explore  initiatives  in  the  public  and  private  sectors 
to  identify  models  best  suited  to  furthering  the  goals  of  profiling. 

IMPROVING  DATA  TO  SUPPORT  COST  CONTAINMENT 
AND  QUALITY  ASSURANCE 

The  lack  of  timely,  comparable  data  has  been  a  barrier  to  efforts  to  understand  and  manage 
the  provision  of  health  care  services.  Increasingly,  for  instance,  efforts  to  achieve  cost 
containment  and  quality  assurance  require  information  drawn  from  many  payer  and  provider 
sources  that  is  not  readily  available.  Some  important  objectives  that  have  been  hampered  by 
the  existing  data  environment  are  improving  the  administrative  efficiency  of  health  service 
payment  systems,  monitoring  the  provision  and  cost  of  health  care  services,  profiling,  and 
effectiveness  research. 

The  Commission  is  beginning  to  examine  how  the  shared  needs  of  both  public  and  private 
entities  in  these  areas  can  be  met  in  a  comprehensive  way.  At  a  minimum,  this  would  entail 
national  standards  for  recording  and  processing  data,  along  with  protocols  for  using  data  at 
local,  regional,  and  federal  levels.  The  implementation  of  these  standards  would  make  it 
feasible  to  consider  appropriate  elements  of  public  and  private  health  care  data  as 
components  of  a  comprehensive  all-patient  database,  regardless  of  where  they  reside. 

The  initial  goal  of  an  all-patient  approach  is  to  establish  a  solid  frame  of  reference  for 
administrative  data  maintained  in  any  health  information  system.  This  might  include  defining 
a  uniform  set  of  required  data  elements,  codes  and  definitions  to  describe  that  information, 
and  data  quality  standards  that  all  payers  and  providers  use.  Standards  such  as  these  might  be 
sufficient  to  facilitate  the  use  of  data  across  sources.  It  is  more  likely,  however,  that  some 
type  of  formal  network  will  be  needed  to  accomplish  a  wide  array  of  objectives  efficiently. 

In  any  case,  there  would  not  be  one  central  data  bank  under  this  approach.  Instead,  a  network 
of  local  or  regional  data  processing  centers  could  be  established  to  streamline  the  transfer  of 
administrative  (claims)  data  for  payment  and  service-use  tracking  purposes.  Parallel 
organizing  entities  could  be  established  to  coordinate  the  use  of  these  data  to  meet  local, 
state,  or  national  needs.  As  an  all-patient  data  network  evolves,  it  could  provide  a  means  to 
link  and  assimilate  more  detailed  clinical  information  on  an  "as-needed"  basis. 
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The  development  of  a  formal  strategy  to  establish  an  all-patient  database  will  require  careful 
consideration  within  the  context  of  many  mutual  and  competing  interests  among  both  public 
and  private  constituencies.  Essential  aspects  that  need  to  be  considered  include  the  core  data 
that  are  identified  and  defined  to  initiate  the  strategy  as  well  as  the  nature  and  composition  of 
the  network  established  to  facilitate  the  use  of  data. 

The  Commission  will  continue  to  look  at  ways  in  which  the  federal  government  could  play  a 
role  in  these  efforts.  For  example,  it  will  examine  the  nature  and  composition  of  a  central 
coordinating  authority  to  promulgate  specific  data  priorities  and  standards.  At  the  same  time, 
it  will  assess  representative  models  for  a  network  both  to  improve  the  transfer  of  data  and  to 
provide  a  means  to  organize  the  use  of  data  resources  at  the  local  level.  The  Commission  will 
also  continue  to  explore  ways  in  which  clinical  data  and  related  data  systems  can  be 
improved. 


TRAINING  PHYSICIANS  TO  MEET  THE  NATION'S  NEEDS 

Under  OBRA90,  the  Congress  directed  the  Commission  to  review  and  consider  the  number 
and  practice  specialties  of  physicians  in  training  and  Medicare  payments  for  graduate  medical 
education.  While  federal  policymakers  have  long  been  interested  in  ensuring  an  appropriate 
number  and  mix  of  health  professionals  to  meet  national  health  needs,  this  directive  reflects  a 
different  focus.  In  particular,  there  are  heightened  concerns  that  growth  in  aggregate 
physician  supply  and  imbalance  in  the  distribution  of  physicians  across  specialties  may  stand 
in  the  way  of  other  system  reforms  to  contain  costs  and  to  encourage  delivery  of  more  cost- 
effective  and  appropriate  care. 

Over  the  past  year,  the  Commission  has  spent  considerable  time  reviewing  data  on  physician 
supply  and  distribution;  studying  related  public  and  private  sector  efforts;  examining  the 
impact  of  previous  policy  initiatives;  and  hearing  from  physicians,  policy  experts,  medical 
educators,  and  others  knowledgeable  in  these  areas.  From  these  activities,  the  Commission 
has  developed  three  working  assumptions: 

•  The  number  of  physicians  exceeds,  or  will  soon  exceed,  that  required  to  meet 
national  health  care  needs. 

•  The  nation  is  training  too  many  medical  subspecialists  and  too  many 
specialists  in  some  surgical  fields  relative  to  the  number  of  primary  care 
physicians. 

•  Many  residents  are  not  obtaining  appropriate  training  experiences  to  prepare 
them  for  practice  outside  of  the  hospital. 
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The  Commission  has  also  concluded  that  despite  some  small  successes,  past  policy  efforts 
have  not  achieved  the  goals  of  slowing  growth  in  aggregate  supply  and  shifting  specialty 
distribution  toward  primary  care.  And  while  the  need  for  more  ambulatory  care  training  has 
been  much  discussed,  residents  continue  to  spend  most  of  their  time  in  inpatient  settings. 

Past  efforts  were  unsuccessful  because  they  were  undermined  by  other  policies  that  created 
incentives  for  continued  growth  in  residency  positions,  particularly  in  medical  subspecialties. 
These  policies  include  financing  graduate  medical  education  through  payment  for  inpatient 
services  and  distortions  in  the  pattern  of  payment  for  physicians'  services. 

To  slow  growth  in  aggregate  supply  and  reach  a  more  appropriate  balance  in  specialty 
distribution,  the  number  of  residency  positions,  particularly  in  subspecialty  fields,  must  be 
reduced.  In  addition,  the  residency  experience  should  be  reoriented  to  ensure  that  trainees  are 
prepared  to  detect  and  treat  disease  as  it  presents  in  the  population  they  will  encounter  in 
practice  outside  the  tertiary  care  center. 

The  continued  reliance  of  teaching  hospitals  on  residents  to  meet  clinical  service  needs  is  a 
major  impediment  to  achievement  of  these  goals.  In  the  year  ahead,  the  Commission  will 
explore  issues  that  must  be  addressed  to  overcome  this  obstacle.  It  will  assess  factors 
motivating  institutions  to  establish  training  programs  and  consider  options  that  would  enable 
teaching  institutions  to  meet  their  essential  service  needs  as  graduate  medical  education  is 
restructured. 


MANAGING  CARE:  BEYOND  THE  RHETORIC 


Managed  care  has  become  a  popular  term  for  an  increasingly  varied  series  of  options  to 
integrate  the  financing  and  delivery  of  health  care.  While  group-model  and  staff-model 
HMOs  continue  their  growth,  a  variety  of  more  loosely  structured  arrangements  have 
accounted  for  an  increasing  proportion  of  this  market.  Many  private  payers,  together  with 
some  policymakers,  researchers,  and  editorial  writers,  see  managed  care  as  a  way  to  reduce 
costs  and  maintain  high-quality  care.  At  the  same  time,  critics  argue  that  it  is  dangerous  to 
view  managed  care  as  a  panacea,  charging  that  it  provides  strong  incentives  for  underservice 
or  the  provision  of  inadequate,  poor-quality  care,  all  in  the  name  of  cost  containment.  These 
critics  are  particularly  concerned  about  the  role  of  managed  care  in  public  programs  that 
serve  the  poor  and  the  elderly,  where  enrollees  may  lack  the  means  to  learn  the  system  and 
protect  themselves  against  plans  that  do  not  adequately  assure  quality. 

The  Commission  is  attempting  to  examine  the  essentials  of  managing  care,  whether  that  care 
is  delivered  in  a  solo  practitioner's  office  on  a  fee-for-service  basis,  in  a  staff-model  HMO,  or 
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in  one  of  the  hybrid  forms  introduced  in  recent  years.  Elements  of  managing  care  fall 
generally  under  three  different  approaches:  selecting  providers,  restricting  clinical  choices, 
and  inducing  changes  on  the  part  of  providers.  Specific  techniques  considered  include 
provider  networks,  utiUzation  review,  primary  care  gatekeepers,  financial  incentives,  the  use 
of  profiling  and  outcomes  research,  and  continuous  quality  improvement. 

Managed  care  should  be  distinguished  from  managed  competition  and  other  proposals  for 
health  care  reform  that  focus  on  how  consumers  choose  among  competing  health  plans.  The 
Commission's  interest  in  managing  care  is  focused  on  how  health  plans  attempt  to  alter  the 
nature  of  the  care  that  is  delivered  and  on  the  impact  of  managed  care  on  cost  and  quality. 

Only  limited  research  is  available  to  identify  the  impact  of  managed  care  on  costs  and  quality. 
Results  are  largely  inconclusive,  although  they  indicate  that  some  managed-care  features, 
under  some  of  the  more  tightly  managed  variants  of  HMOs,  can  lead  to  significant  cost 
reductions  and  deliver  high-quality  care. 

In  the  year  ahead,  the  Commission  plans  to  consider  goals  for  managing  care  and  to  assess 
different  approaches  in  terms  of  those  goals.  An  equal  concern  is  the  organizational  environ- 
ment that  best  fosters  effective  management,  specifically  whether  HMOs  and  other  organized 
group  practices  hold  an  advantage  over  less  structured  environments.  This  analysis  will  then 
allow  the  Commission  to  consider  the  characteristics  of  an  effectively  managed  health  system 
and  to  assess  the  potential  for  increasing  the  appropriate  use  of  physicians'  services  through 
managed-care  approaches. 
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THE  CONTEXT  FOR  REFORM 


This  section  provides  a  background  for  understanding  the  forces  that  led  to  payment  reform 
and  a  context  for  the  analyses  and  recommendations  included  in  the  report.  Trends  in 
Medicare  outlays  and  beneficiary  cost  sharing  are  first  presented.  An  overview  of  the  changes 
that  have  been  enacted  and  refined  to  address  the  problems  follows.  Finally,  to  set  the  stage 
as  the  Commission  begins  to  respond  to  its  broader  mandate  from  Congress  and  look  beyond 
physician  payment  under  Medicare,  issues  relevant  to  more  comprehensive  health  system 
reforms  are  raised. 


THE  CALL  FOR  REFORM 


When  the  Commission  began  its  work  in  1986,  consensus  was  building  among  physicians, 
beneficiaries,  and  policymakers  that  a  major  restructuring  of  physician  payment  under 
Medicare  was  in  order  to  replace  what  many  considered  an  inequitable  and  inflationary 
system.  In  1983,  Medicare's  method  of  paying  hospitals  under  Part  A  of  the  program  had 
been  significantly  overhauled  to  address  rising  costs.  It  was  clear  that  the  time  had  come  to 
bring  Medicare's  spending  for  physician  services  —  which  comprise  70  percent  of  Part  B 
expenditures  and  more  than  25  percent  of  total  Medicare  expenditures  —  under  control  as 
well.  The  lack  of  a  rational  basis  for  determining  fees,  acceleration  of  program  outlays,  and 
the  erosion  of  financial  protection  for  beneficiaries  were  issues  that  had  to  be  addressed. 

Distortions  in  Payments  to  Physicians 

Pressure  for  payment  reform  arose  in  part  from  criticisms  that  Medicare's  method  of  paying 
physicians,  referred  to  as  "customary,  prevailing,  and  reasonable"  (CPR),  had  created  wide 
variations  in  payments  among  types  of  procedures,  localities,  and  specialties  that  could  not  be 
attributed  to  differences  in  costs  of  practice.  Under  the  CPR  method,  the  payment  for  each 
service  is  determined  by  what  the  physician  has  charged  in  the  past  (customary)  and  what 
other  physicians  in  the  locality  and  specialty  charge  (prevailing).  The  reasonable,  or  allowed, 
charge  is  the  lowest  of  the  actual  charge,  the  customary  charge,  and  the  prevailing  charge. 

A  number  of  problems  associated  with  the  Medicare  CPR  system  are  noteworthy.  First, 
surgical  and  technical  procedures  became  increasingly  overvalued  relative  to  visits  and 
consultations.  This  contributed  to  marked  disparity  between  the  incomes  of  primary  care 
practitioners  and  other  physicians  (Figure  1-1).  The  distortion  in  payments  may  have  also 


Figure  1-1.  Median  Physician  Net  Income,  After  Expenses, 
Before  Taxes,  1990 
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contributed  to  the  rapid  growth  in  the  provision  of  surgical  and  technical  procedures 
compared  with  visits  and  consultations  (Table  1-1).  A  second  problem  is  that  two  physicians 
who  provided  identical  services  may  have  received  considerably  different  payments  because 
fees  were  based  on  the  individual's  past  charges.  Finally,  administration  of  the  system,  which 
required  maintaining  individual  charge  profiles  for  physicians,  was  complex,  time- 
consuming,  and  costly. 


Growth  in  Expenditures 

Since  the  enactment  of  Medicare  in  1965,  spending  for  physicians'  services  has  increased  at 
an  average  annual  rate  of  more  than  13  percent.  This  rate  peaked  during  the  first  half  of  the 
1980s,  averaging  18  percent  annually  (Board  of  Trustees  1991).  Increases  in  expenditures  for 
Medicare  physicians'  services  have  outpaced  growth  in  the  gross  domestic  product  (GDP), 
national  health  expenditures,  and  Medicare  Part  A  expenditures  (Figure  1-2).  The  only 
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growth  trend  that  surpasses  Medicare  physician  expenditures  is  total  Part  B  outlays,  due  to 
the  substantial  growth  in  volume  of  outpatient  services  in  recent  years.' 

Table  1-1.      Annualized  Increase  in  Volume  for  Procedure  Groups,  1986-1989 


Procedure  Group  Percent 


Medical  Eye  Services  ^  18.0 

Other  Medical  Procedures  17.0 

Lab  Services  16.4 

Cardiac  Services  13.4 

Endoscopies'^  11.4 

Diagnostic  Imaging  10.5 

Surgery  7.4 

Visits  and  Consultations  5.6 


Source:       PPRC  analysis  of  1986-1989  BMAD  I  data. 

Note:         ^    Medical  eye  services  include  visits  and  medical  procedures  for  the  eye.  Cataract  and  lens 
replacement  surgery  is  included  in  the  surgery  category. 

Other  medical  procedures  include  gastroenterology,  pulmonary,  otolaryngology, 
immunization,  and  other  services. 

The  endoscopies  category  excludes  transurethral  resection  of  the  prostate  (TURP). 

Almost  a  quarter  of  national  expenditures  for  physicians'  services  flows  from  Medicare,  up 
from  19  percent  just  10  years  earlier  (Figure  1-3).  From  1981  to  1991,  Medicare  payments 
for  physicians'  services  increased  from  $8  billion  to  $26  billion.  They  are  projected  to  rise  to 
$46  billion  by  1996  (HHS  1992).  This  rise  in  expenditures  is  primarily  a  result  of  increases  in 
price  per  service  and  in  volume  and  intensity  of  services,  reflected  in  the  growth  of  physician 
charges  per  beneficiary:  Between  1981  and  1991,  average  annual  incurred  charges  per 
Medicare  beneficiary  in  constant  1991  dollars  nearly  doubled,  climbing  from  $658  to  $1,205 
(Figure  1-4). 

In  recent  years,  rising  prices  have  figured  less  prominently  in  outlay  growth  due  to  Medicare 
price  constraint  policies,  discussed  below.  Growth  in  volume  and  intensity  of  services  has 
remained  fairly  stable  but  has  accounted  for  an  increasing  proportion  of  expenditure  growth 
because  of  constraints  on  prices.  The  increase  in  the  number  of  elderly  and  disabled 
beneficiaries  enrolled  in  Part  B,  currently  33  million,  has  had  only  a  modest  effect  on  total 
outlays  (Figure  1-5). 


'  The  adoption  of  the  prospective  payment  system  as  a  means  of  paying  hospitals  under  Medicare  created 
incentives  to  provide  services  on  an  outpatient  basis  rather  than  an  inpatient  basis. 
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Figure  1-2.  Trends  in  Gross  Domestic  Product  and  Expenditures 
for  Medicare  and  National  Health  Care,  1982-1992 
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Note:  *  represents  projections. 

Gross  domestic  product  is  equal  to  gross  national  product  less  net  property  income 
from  abroad. 

Medicare  continues  to  draw  an  increasing  share  of  public  resources.  Total  Medicare  payments 
(physician,  hospital,  and  other  services)  now  account  for  8  percent  of  the  federal  budget,  up 
from  6  percent  in  1981.  This  share  is  projected  to  swell  to  12  percent  by  1997.  Medicare's 
growing  prominence  in  the  federal  budget  is  especially  troublesome  at  a  time  when  the 
federal  budget  deficit  looms  ever  larger  and  competing  needs  expand  in  areas  such  as 
education,  transportation,  the  environment,  and  housing.  While  the  rate  of  growth  in  virtually 
all  categories  of  federal  outlays  is  expected  to  decline  over  the  next  four  years,  federal  health 
expenditures,  led  by  Medicare,  are  projected  to  increase  (Figure  1-6). 


Increasing  Financial  Burden  on  Beneficiaries 


Medicare  is  a  major  source  of  financial  security  for  the  elderly  who,  even  with  Medicare 
coverage,  spend  a  large  portion  of  their  income  —  approximately  17  percent  —  on  health 
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Figure  1-3.  Expenditures  for  Physicians'  Services  by  Source  of  Funds 
1980  1990 


Source:  Health  Care  Financing  Administration,  Office  of  National  Health  Statistics. 


care  (Families  USA  Foundation  1992)/  Medicare's  ability  to  offer  financial  protection  to  the 
elderly  has  been  challenged  by  the  steady  rise  in  health  care  costs  that  has  increased  out-of- 
pocket  spending  by  beneficiaries  (Figure  1-7).  Over  the  past  20  years,  Part  B  monthly 
premiums,  deductibles,  copayments,  and  balance  bills  have  absorbed  an  increasing  amount  of 
beneficiaries'  incomes.  These  costs  come  on  top  of  other  substantial  out-of-pocket  expenses 
for  health  care,  including  Part  A  deductibles  and  coinsurance  and  payments  for  services  not 
covered  by  Medicare  like  prescription  drugs,  eyeglasses,  and  long-term  care  (Table  1-2). 

Most  Medicare  beneficiaries  have  some  form  of  supplemental  insurance,  which  provides 
varying  degrees  of  coverage  for  Medicare  copayments  and  services  not  covered  by  Medicare. 
Approximately  30  percent  of  beneficiaries  have  employment-based  plans,  while  another  30 
percent  have  individually  purchased  plans,  known  as  Medigap  policies.  Almost  10  percent  of 


This  percentage  reflects  out-of-pocket  health  expenditures  for  a  household  headed  by  someone  age  65  or  older. 
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Figure  1-4.  Real  Medicare  Charges  per  Beneficiary 
for  Physicians'  Services,  1981-1991 
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Note:  Physician  charges  for  1990  and  1991  are  projected. 

Real  charges  are  in  1991  dollars  adjusted  by  the  consumer  price  index. 

the  elderly  qualify  for  full  Medicaid  coverage,  and  an  additional  10  percent  have  limited  or 
"qualified"  Medicaid  benefits,  which  cover  Medicare  coinsurance  and  deductible  amounts. 
The  remaining  20  percent  of  Medicare  beneficiaries  lack  any  form  of  supplementary 
insurance,  which  puts  them  at  greater  risk  of  incurring  considerable  out-of-pocket  costs. 

THE  ROAD  TO  REFORM 

With  discontent  mounting  over  the  inadequacies  of  Medicare's  physician  payment  system, 
intermediate  measures  were  taken  to  stem  rising  program  and  beneficiary  costs.  However, 
there  was  strong  agreement  on  the  need  for  more  substantial  change.  Although  there  was  far 
less  consensus  on  how  it  should  be  accomplished,  agreement  was  finally  reached, 
culminating  in  the  enactment  of  Medicare  physician  payment  reform  in  1989. 

Since  passage  of  the  reform  package,  implementation  of  all  its  various  pieces  has  begun. 
While  January  1,  1992,  marked  the  beginning  of  transition  to  the  Medicare  Fee  Schedule, 
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Figure  1-5.  Average  Annual  Growth  in  [VIedicare  Physician 
Expenditures  by  Component,  1981-1991 
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implementation  of  the  other  key  elements  of  payment  reform  were  already  under  way.  In  the 
Omnibus  Reconciliation  Act  of  1989  (OBRA89),  the  Congress  set  the  first  Volume 
Performance  Standard  (VPS)  for  fiscal  year  1990.  It  also  established  and  funded  the  Agency 
for  Health  Care  Policy  and  Research  (AHCPR)  to  conduct  and  support  research  on  the 
appropriateness  of  medical  services  and  to  apply  the  results  to  improving  clinical  practice.  In 
1991,  charge  limits  became  effective. 

Toward  a  Resource-Based  Payment  Method 

In  the  Consolidated  Omnibus  Budget  Reconciliation  Act  of  1985,  the  Congress  began  taking 
steps  to  realign  the  pattern  of  relative  payments  to  physicians  to  reflect  the  costs  associated 
with  providing  a  service.  The  legislation  directed  the  Health  Care  Financing  Administration 
(HCFA)  to  conduct  a  relative  value  study  and  created  the  Commission  to  advise  the  Congress 
on  issues  of  relative  payment.  About  this  time,  HCFA  issued  proposed  rules  using  the 
concept  of  inherent  reasonableness  to  reduce  prevailing  charge  screens  for  cataract  surgery 
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Figure  1-6.  Average  Annual  Rates  of  Growth  In  Real 
Federal  Outlays,  Selected  Components,  1970-1996 
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Note:  Real  outlays  are  in  1989  dollars,  using  the  GNP  fixed-weighted  deflator. 
Health  care  outlays  exclude  those  in  the  Department  of  Defense. 


and  anesthesia  during  cataract  surgery.  Before  the  regulatory  process  was  completed,  the 
Congress  reduced  payment  screens  for  these  services  in  legislation  (OBRA86). 

The  Commission  endorsed  the  principle  of  inherent  reasonableness  as  a  tool  for  moving 
physician  fees  toward  a  resource-based  payment  system  in  its  first  report  to  Congress  (PPRC 
1987).  In  response  to  a  request  from  the  Congress  to  identify  potential  budget  savings,  the 
Commission  followed  the  principle  of  inherent  reasonableness  to  identify  12  families  of 
procedures  it  considered  overvalued  in  relation  to  Medicare  payments  for  other  services.  In 
OBRA87,  the  Congress  reduced  prevailing  charge  screens  for  these  services  and  imposed 
special  charge  limits.  Further  reductions  in  overvalued  procedures  followed  in  OBRA89  and 
OBRA90.  For  these  last  two  rounds  of  reductions,  the  Commission  recommended 
adjustments  based  on  the  payment  methodology  established  for  the  Medicare  Fee  Schedule, 


^  Adjustment  of  the  allowed  charge  for  a  service  based  on  inherent  reasonableness  involved  comparison  of  the 
allowed  charge  among  payers  or  locations  (adjusted  for  cost  of  practice),  or  comparison  of  the  allowed  charge  over 
time,  adjusting  for  inflation  and  changes  in  resource  costs  and  technology.  These  comparisons  identified  allowed 
charges  that  were  out  of  line  relative  to  other  charges  and  provided  an  estimate  of  how  much  to  reduce  the  charge. 
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Figure  1-7.  Elderly  Family  Out-of-Pocket  Health  Expenditures 
as  a  Percentage  of  After-Tax  Income,  Selected  Years 
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Direct  costs  include  deductible  and  coinsurance  amounts  for  private  insurance 
and  Medicare  Part  A  and  Part  B;  balance  bills;  and  costs  of  uncovered  services 
such  as  nursing  homes,  prescription  drugs,  dental  and  eye-care  services, 
laboratory  tests,  and  medical  supplies. 

*  1991  figures  were  estimated  by  Lewin/ICF. 


including  preliminary  results  from  the  work  being  conducted  by  Professor  William  Hsiao  and 
his  colleagues  at  Harvard  University  to  develop  a  resource-based  relative  value  scale. 


The  Medicare  Fee  Schedule 


In  1989,  the  Congress  adopted  a  resource-based  fee  schedule  as  a  cornerstone  of  payment 
reform.  It  is  being  phased  in  to  replace  the  CPR  system  over  the  period  1992  to  1996.  Setting 
payment  under  the  fee  schedule  begins  with  the  relative  value  scale  (RVS).  The  RVS  has 
three  cost  components: 

•  a  physician  work  component  that  reflects  the  time  and  intensity  of  the 
physician's  effort  in  providing  a  service; 

•  a  practice  expense  component  that  includes  costs  such  as  office  rent,  salaries, 
equipment,  and  supplies;  and 


29 


Table  1-2.      Cost  Sharing  Under  Medicare,  1992 


Beneficiary  Liability 


Medicare  Part  A 


Hospital  deductible  $652  per  spell  of  illness 

Hospital  coinsurance 

Days  61-90  $163  per  day 

Days  90  on  (for  60  lifetime  reserve  days)  $326  per  day 

Skilled  nursing  facility  coinsurance 

Days  21  -1 00  $81 .50  per  day 


Medicare  Part  B 


Premium  $31 .80  per  month 

Deductible  $100  per  year 

Coinsurance  20%  of  allowed  charge^ 

Balance  Bills  All  excess  up  to  the  lower  of  120%  of 

the  recognized  payment  amount  for 
nonparticipating  physicians  or  the 
physician's  limiting  charge  for  1991.'' 


Note:   ^    Outpatient  psychiatric  services  are  subject  to  a  50%  copayment. 
Some  states  have  more  stringent  requirements. 

•        a  separate  malpractice  component  that  reflects  professional  liability  premium 
expenses. 

While  the  proportion  of  a  relative  value  represented  by  each  component  varies  by  service,  on 
average,  physician  work  accounts  for  slightly  more  than  half  the  relative  value.  A  geographic 
adjustment  factor  is  applied  to  each  of  the  components  of  the  RVS  to  allow  fees  to  vary  from 
one  locality  to  another,  reflecting  differences  in  costs.  The  RVS  is  translated  into  a  schedule 
of  fees  when  the  sum  of  the  three  components  is  multiplied  by  a  dollar  conversion  factor. 

Much  effort  was  expended  over  the  past  two  years  in  readying  the  fee  schedule  for 
implementation  on  January  1,  1992.  The  Health  Care  Financing  Administration  published  a 
model  fee  schedule  in  September  1990  {Federal  Register  1990).  On  June  5,  1991,  the  Notice 
of  Proposed  Rulemaking  (NPRM)  for  the  Medicare  Fee  Schedule  was  published,  detailing 
the  manner  in  which  the  fee  schedule  was  to  be  implemented  {Federal  Register  1991a). 
Besides  proposing  relative  value  units,  a  conversion  factor,  and  geographic  adjustment 
factors,  the  NPRM  delineated  a  number  of  specific  rules  pertaining  to  payment  for  selected 
services,  sites  of  service,  and  providers. 

In  preparing  the  Final  Rule,  published  on  November  25,  1991  {Federal  Register  1991b), 
HCFA  attempted  to  address  concerns  raised  in  the  Commission's  comments  on  the  NPRM 
(PPRC  1991b)  and  in  the  thousands  of  other  comments  it  received.  The  area  of  the  NPRM  of 
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greatest  concern  to  physicians  related  to  the  conversion  factor.  Many  physician  groups 
asserted  that  the  substantial  downward  adjustments  proposed  for  the  conversion  factor  would 
result  in  inequitable  payments  to  physicians,  including  those  (for  example,  internists) 
expected  to  receive  higher  payments  under  the  fee  schedule.  Opposition  was  particularly 
widespread  regarding  HCFA's  use  of  a  behavioral  adjustment  in  setting  the  conversion  factor 
to  offset  the  volume  increases  it  projected  would  result  from  reductions  in  payments  under 
the  fee  schedule. 

A  number  of  other  specific  policies  enumerated  in  the  NPRM  drew  critical  comments  from 
interested  parties.  The  need  to  refine  work  values  for  surgical  services  and  evaluation  and 
management  services  was  an  issue  raised  by  many,  including  the  Commission.  HCFA  was 
also  urged  to  adopt  a  more  rational  set  of  geographic  payment  localities  and  to  continue  use 
of  actual  time  in  the  payment  for  anesthesia  services. 

Some  of  the  changes  that  various  groups  proposed  would  require  congressional  action  to  be 
implemented.  These  include  reinstating  separate  payment  for  electrocardiograms,  basing 
payment  for  assistants-at-surgery  on  estimates  of  resource  costs  instead  of  an  arbitrary 
percentage  of  the  surgeon's  fee,  and  eliminating  the  policy  of  lower  payments  for  new 
physicians.  Additionally,  use  of  a  resource-based  method  to  calculate  the  practice  and 
malpractice  expense  components  of  the  fee  schedule,  which  the  Commission  and  others 
supported  in  their  comments  on  the  NPRM,  would  require  a  change  in  the  legislation. 

HCFA  made  a  number  of  revisions  between  publication  of  the  NPRM  and  the  Final  Rule.  It 
also  made  it  clear  that  the  process  of  refining  the  Medicare  Fee  Schedule  will  continue.  Given 
the  complexity  of  the  policy,  it  will  be  important  to  monitor  the  changes  that  take  place  and 
their  effect  on  beneficiaries  and  physicians. 

Toward  an  Effective  Cost  Containment  Policy 

With  outlays  for  physicians'  services  exceeding  all  initial  projections  soon  after  Medicare's 
inception,  it  was  not  long  before  the  program  began  to  exert  some  efforts  at  slowing 
expenditure  growth.  In  1972,  the  Nixon  Administration  controlled  increases  in  wages  and 
prices,  continuing  limits  on  physician  and  hospital  fees  until  1974.  Beginning  in  1975, 
increases  in  Medicare  prevailing  charges  became  subject  to  constraints  of  the  Medicare 
Economic  Index  (MEI).  The  MEI  attempts  to  account  for  yearly  changes  in  physicians' 
practice  costs  and  general  earnings  levels.  Efforts  to  control  Medicare  spending  on  physician 
services  intensified  in  July  1984,  when  Congress  imposed  a  fee  freeze.  For  physicians  in  the 
Participating  Physician  and  Supplier  Program  (PAR),"^  it  was  lifted  May  1,  1986.  For  non- 
PAR  physicians,  it  continued  through  December  1986.  Beginning  in  1987,  the  Congress 
began  to  specify  the  annual  MEI  increase,  employing  it  as  a  tool  for  slowing  expenditure 
growth. 


As  discussed  below,  PAR  physicians  agree  to  accept  assignment  on  all  claims. 
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Volume  Performance  Standards 

Most  concur  that  the  attempts  to  arrest  the  growth  in  Medicare  physician  fees  were  not 
adequate  given  the  rapid  increase  in  volume  of  services.  To  restrain  volume  growth,  the 
Commission  recommended  a  plan  to  link  fee  updates  to  increases  or  decreases  in  expenditure 
growth.  The  system  of  Medicare  Volume  Performance  Standards  established  in  OBRA89 
reflects  this  idea. 

The  VPS  is  set  each  year  as  a  target  rate  of  growth  for  Medicare  physicians'  services  outlays. 
,  Fee  updates  are  to  be  based  on  the  difference  between  the  VPS  and  the  actual  change  in 
expenditures.  Implementation  of  the  VPS  began  with  enactment  of  OBRA89,  which 
established  a  performance  standard  rate  of  increase  for  fiscal  year  (FY)  1990  and  a  process 
for  setting  the  standard  in  future  years.  Under  this  process,  both  the  Secretary  of  Health  and 
Human  Services  and  the  Commission  recommend  a  VPS  rate  of  increase  and  a  fee  update  to 
the  Congress  each  spring.^ 

Recommendations  for  the  VPS  must  take  into  account  several  factors  including  growth  and 
aging  of  the  beneficiary  population,  inflation,  appropriateness  of  care,  access  to  care,  and 
changes  in  technology.  Separate  rates  of  increase  for  surgical  and  nonsurgical  services  must 
be  specified.  Once  the  Congress  receives  these  recommendations,  it  may  either  set  the  VPS 
or  allow  the  VPS  to  be  set  by  a  default  formula  that  combines  beneficiary  growth,  inflation, 
and  a  five-year  average  of  past  volume  growth  less  a  predetermined  amount  ( 1 .5  percent  for 
1992  and  2.0  percent  thereafter). 

The  Secretary  and  the  Commission  took  separate  approaches  in  making  their  VPS 
recommendations  for  FY  1991  and  FY  1992,  resulting  in  different  proposed  rates  of  increase 
(Table  1-3).  Although  both  relied  on  the  same  estimates  to  account  for  expenditure  growth 
due  to  increases  in  fees,  growth  and  aging  of  the  beneficiary  population,  and  the  effects  of 
prior  legislation,  they  differed  in  the  allowance  they  made  for  increases  in  volume  and 
intensity  of  services.  For  both  years,  the  Secretary  allowed  an  increase  in  volume  and 
intensity  per  beneficiary  that  equaled  half  the  recent  trend.  The  Commission,  however, 
arrived  at  its  allowance  for  volume  increase  by  starting  with  the  Medicare  Actuary's  baseline 
projection  and  subtracting  2  percentage  points  for  FY  1991  and  2.5  percentage  points  for  FY 
1992.  This  approach  reflects  the  Commission's  view  that  outlays  for  physicians'  services 
should  be  brought  down  to  a  sustainable  level,  growing  no  faster  than  nominal  GDP  by  1996 
(PPRC  1990,  1991a). 

In  setting  the  VPS  for  FY  1991,  the  Congress  adopted  the  Commission's  approach  by 
directing  HCFA  to  set  the  performance  standard  at  the  baseline  minus  2  percentage  points. 
Because  of  the  revision  in  the  baseline  to  reflect  substantial  price  cuts  under  OBRA90,  the 


The  Commission's  next  report  will  be  submitted  to  the  Congress  on  May  15,  1992. 
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final  performance  standard,  7.3  percent,  was  much  lower  than  that  envisioned  when  the 
Commission  made  its  recommendation.  For  FY  1992,  the  Congress  allowed  the  default 
formula  to  take  effect,  resulting  in  a  10.0  percent  VPS  for  all  physicians'  services.  The 
default  value  would  have  been  very  close  to  the  Commission's  recommendation  but  for  re- 
estimates  of  the  baseline  by  the  Medicare  Actuary. 

The  Congress  also  allowed  the  default  formula  to  determine  the  fee  update  for  calendar  year 
1992,  as  recommended  by  both  the  Secretary  and  the  Commission.  The  default  formula 
reduces  the  MEI  by  the  amount  that  expenditure  growth  in  a  given  year  exceeded  that  year's 

Table  1-3.      Volume  Performance  Standard  Recommendations, 
Fiscal  Years  1991  and  1992 


All  Surgical  Non-Surgical 

Services  Services  Services 


1991 


Secretary  of  Health 

and  Human  Services  9.9  8.7  10.5 
Physician  Payment 

Review  Commission  11.2  9.3  12.1 

Congressional  Action  7.3  3.3  8.6 
1992 

Secretary  of  Health 

and  Human  Services  6.2  4.1  7.1 
Physician  Payment 

Review  Commission  8.6  6.6  9.6 

Congressional  Action  10.0  6.5  11.2 


Note:    Changes  in. the  baseline  between  the  time  the  recommendations  were  made  and  the  time  the 
Congress  acted  explain  some  of  the  discrepancies  among  the  numbers. 

VPS.  The  result  for  1992  was  a  1.9  percent  fee  update.^  (Because  only  one  VPS  was  set  for 
1990,  separate  fee  updates  for  surgical  and  nonsurgical  services  were  not  recommended.)  In 
allowing  the  default  formula  to  determine  the  update,  the  Congress  set  the  precedent  for 
linkage  between  volume  growth  and  fee  increases. 


^  Using  the  default  formula,  the  Secretary  and  the  Commission  calculated  a  2.2  percent  increase  in  fees.  The 
difference  between  their  recommendation  and  the  1 .9  percent  update  that  was  enacted  reflects  a  difference  between  the 
projected  data  used  by  the  Secretary  and  the  Commission  and  the  final  data  that  were  available  when  HCFA  determined 
the  update  on  the  basis  of  the  default  formula. 
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As  the  VPS  system  enters  its  third  year,  progress  is  being  made  in  other  areas  to  assist 
physicians  in  meeting  the  standard.  Practice  guidelines,  research  on  appropriateness, 
effectiveness,  and  outcomes,  and  profiling  of  individual  physicians  are  tools  that  have  the 
potential  to  move  medicine  toward  a  more  orderly  and  systematic  approach  to  determining 
the  appropriate  volume  of  care.  There  is  much  activity  in  AHCPR  and  the  private  sector  to 
develop  and  disseminate  practice  guidelines.  In  addition,  carriers  have  already  begun  to 
employ  profiling  techniques  to  inform  physicians  whose  practice  patterns  deviate 
significantly  from  the  mean.  In  the  report,  the  Commission  emphasizes  the  importance  of 
these  tools  in  ensuring  appropriate  and  cost-effective  care  for  individual  patients;  yet  it  notes 
that  much  time  and  effort  will  be  required  to  refine  them  and  promote  their  appropriate  use. 

Toward  Improved  Beneficiary  Financial  Protection 

Beginning  in  the  mid-1980s,  the  Congress  began  to  enact  measures  to  ease  the  financial 
liability  of  Medicare  beneficiaries.  Although  the  1984-1986  physician  fee  freeze  provided 
Medicare  beneficiaries  with  some  relief  from  rising  costs,  the  PAR  program  brought  more 
substantial  protection.  Physicians  signing  participation  agreements  must  take  all  claims  in  a 
given  year  on  assignment;  that  is,  they  agree  to  accept  the  Medicare  charge  as  payment  in  full 
on  all  claims,  forgoing  the  opportunity  to  bill  patients  any  additional  amount.  In  return,  they 
are  listed  in  a  directory  available  to  beneficiaries  and  receive  expedited  claims  processing. 
Moreover,  since  1987,  their  prevailing  charge  screens  have  been  5  percent  higher  than  those 
of  non-PAR  physicians.  This  payment  differential  continues  under  the  Medicare  Fee 
Schedule. 

Assignment  rates  for  both  PAR  and  non-PAR  physicians  climbed  dramatically  over  the  past 
decade,  from  approximately  50  percent  of  charges  in  1980  to  86  percent  in  1991  (Figure  1- 
8).^  Much  of  the  increase  appears  attributable  to  the  PAR  program,  created  in  1984.  More 
than  half  of  all  physicians  have  signed  participation  agreements  (Table  1-4).  Services 
provided  by  participating  physicians  accounted  for  67  percent  of  total  Medicare  spending  on 
physicians'  services  in  1990  (U.S.  Congress  1991a). 

Beginning  in  1986,  the  amount  that  non-PAR  physicians  could  bill  in  excess  of  the  Medicare 
approved  charge  was  constrained  by  maximum  allowable  actual  charge  (MAAC)  limits. 
Under  MAAC  limits,  physicians  whose  charges  exceeded  115  percent  of  the  prevailing 
charges  for  non-PAR  physicians  could  only  increase  their  actual  charges  by  1  percent  each 
year.  Physicians  whose  actual  charges  were  less  than  115  percent  of  prevailing  charges  were 
allowed  to  increase  their  actual  charges  to  that  level  over  a  four-year  period  (1987-1990). 


Non-PAR  physicians  can  opt  to  take  assignment  on  a  claim-by-claim  basis. 
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Figure  1-8.  National  Assignment  Rates,  1981-1991 
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1981      1982     1983     1984    1985*    1986     1987     1988     1989     1990  1991 

Fiscal  Year 

Source:  Health  Care  Financing  Administration,  Bureau  of  Program  Operations 

Note:  Rates  include  physicians  and  suppliers. 

*  The  Participating  Physician  and  Supplier  Program  (PAR)  began  on  October  1,  1984. 

Charge  Limits 

MAACs  were  intended  to  serve  only  as  an  interim  solution  for  controlling  balance  bills.  To 
replace  MAACs,  the  Commission  recommended  limiting  charges  for  unassigned  claims  to  a 
fixed  percentage  of  the  Medicare  Fee  Schedule  amount,  a  proposal  the  Congress  adopted. 

In  1992,  charges  for  all  services  are  limited  to  the  lower  of  the  1991  limiting  charge  or  120 
percent  of  the  fee  for  non-PAR  physicians.  In  1993  and  thereafter,  charges  are  limited  to  115 
percent  of  the  fee,  and  MAACs  are  eliminated.^  The  Commission  has  projected  that  beneficiary 
hability  for  balance  bills  will  be  reduced  by  74  percent  as  a  result  of  this  policy.  OBRA89 
provided  additional  relief  to  beneficiaries  by  requiring  that  physicians  submit  all  Medicare 
claims  effective  September  1990.  This  provision  is  expected  to  ensure  appropriate  payment  for 
covered  services  and  facilitate  more  accurate  and  timely  payment  of  claims. 


Some  states  have  set  lower  limits  or  prohibited  balance  billing  altogether. 
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Table  1-4.      Physician  Participation  Rates  for  Selected  Specialties,  1987-1991 


January  1, 

April  1, 

January  1, 

April  1, 

January 

Specialty 

1987 

1988 

1989 

1990 

1991 

All  Practitioners 

30.6 

37.3 

40.7 

44.1 

47.6 

Cardiovascular  Disease 

43.2 

52.8 

55.5 

60.6 

65.4 

Radiology 

39.8 

46.3 

49.6 

55.6 

62.0 

General  Surgery 

37.2 

48.5 

52.2 

55.8 

60.5 

Ophthalmology 

35.1 

46.3 

50.5 

55.6 

60.0 

Podiatry 

33.4 

44.6 

52.6 

54.0 

59.6 

Pathology 

41.2 

48.1 

50.6 

53.4 

59.2 

Orthopedic  Surgery 

32.6 

44.0 

49.2 

53.7 

58.4 

Dermatology 

38.1 

45.7 

48.7 

53.4 

57.0 

Optometry 

44.1 

50.5 

48.9 

54.0 

56.9 

Neurology 

37.2 

44.1 

49.2 

53.1 

56.1 

Urology 

30.9 

41.7 

45.6 

49.6 

53.6 

Internal  Medicine 

33.6 

41.2 

45.2 

48.8 

52.6 

Obstetrics/Gynecology 

31.5 

40.4 

44.2 

48.8 

52.6 

Family  Practice 

27.1 

35.6 

39.7 

47.2 

50.8 

Otorhinolaryngology 

27.0 

36.9 

41.2 

45.2 

49.6 

Psychiatry 

28.6 

34.4 

37.8 

41.6 

44.1 

General  Practice 

25.6 

32.3 

35.8 

39.7 

44.0 

Anesthesiology 

20.3 

25.0 

28.3 

30.8 

36.5 

Source:         Health  Care  Financing  Administration. 

Note:  Specialties  are  ordered  according  to  1991  participation  rates. 

The  participation  rate  for  all  practitioners  was  52.2  percent  as  of  January  1,  1992. 
LOOKING  AHEAD  TO  FUTURE  REFORMS 


Through  reform  of  both  its  hospital  and  physician  payment  systems,  Medicare  has  taken 
important  steps  toward  constraining  growth  in  program  expenditures.  Cost  control  efforts, 
which  began  in  earnest  in  the  mid-1980s,  have  led  to  a  marked  decline  in  the  annual  growth 
rate  for  Medicare  hospital  expenditures  (Figure  1-2)  and  a  smaller  decline  in  the  rate  of 
growth  in  Medicare  physician  expenditures  (Figure  1-9).  These  accomplishments  contrast 
with  continued  growth  in  national  health  care  expenditures,  including  spending  for  physician 
services  (Figure  1-9). 

Concerns  have  heightened  over  not  only  the  rate  of  growth  in  national  health  expenditures 
but  also  the  share  of  the  nation's  GDP  that  health  care  expenditures  consume.  Compared  with 
other  developed  nations,  the  United  States  devotes  a  much  larger  portion  of  its  national 
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Figure  1-9.  Average  Annual  Growth  Rates  of  Real  National  and  Medicare 
Expenditures  for  Physicians'  Services,  1970-1989 

Total  Expenditures  Per  Capita/Enrollee  Expenditures 


8.1 

mmt  7.2  7.2 

sM  rm 

1980-1985  1985-1989 


I     I  National 

Source:  U.S.  Congress  1991b,  using  data  from  the  Congressional  Budget  Office 
Note:  Real  expenditures  are  in  1989  dollars,  using  the  GNP  fixed-weighted  deflator. 

resources  to  health  care;  and  this  gap  continues  to  widen  (Figure  1-10).  With  few  exceptions, 
over  the  past  30  years,  growth  in  spending  for  health  care  in  the  United  States  has  exceeded 
growth  in  the  overall  economy;  yet  the  trend  has  become  more  pronounced  in  recent  years 
(Figure  1-2).  A  combination  of  a  sluggish  economy  and  little  alteration  in  the  historical 
pattern  of  health  care  spending  drove  health  expenditures  as  a  percent  of  gross  national 
product  (GNP)  to  13.1  in  1991.^  Absent  any  significant  efforts  to  curtail  growth  in 
expenditures,  this  figure  is  projected  to  jump  to  as  much  as  23  percent  of  GNP  by  the  year 
2010  (Waldo  et  al.  1991). 

Several  factors  are  responsible  for  the  escalation  in  health  care  costs.  The  rising  price  for 
medical  services  is  one.  In  addition,  growth  in  service  volume  —  due  to  the  incentives  of 
payment  methods,  new  technologies,  uncertainty  about  the  effectiveness  of  various 
treatments,  patient  demands,  and  the  increasing  supply  of  physicians  —  adds  to  the  nation's 
health  care  bill. 

Public  dismay  over  rising  costs  and  limited  resources  to  meet  other  pressing  societal  needs 
has  brought  health  care  to  the  forefront  of  the  national  agenda.  Increasing  constraints  on 
access  to  care  also  concern  many.  Nearly  35  million  people  were  uninsured  in  1990  (U.S. 


Medicare 


^  Gross  national  product  is  equal  to  gross  domestic  product  plus  net  property  income  from  abroad.  While  GDP  has 
become  the  standard  measure  of  economic  activity,  much  statistical  work  published  previously  uses  GNP  as  the 
denominator. 
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Figure  1-10.  Health  Expenditures  as  a  Percentage  of  Gross 
Domestic  Product,  for  U.S.  and  Selected  Countries,  1970-1989 


1970                      1975                     1980  1985  1989 
Canada                                      Germany  —  ^.  ._  Japan 
 A          United  Kingdom   •         United  States 


Source:  Schieberand  Poullier  1991 

Note:  Gross  domestic  product  is  equal  to  gross  national  product  less  net  property  income 
from  abroad. 


Congress  1992).^^  The  prolonged  recession  since  1990  has  increased  the  ranks  of  the 
uninsured  and  has  placed  a  growing  burden  on  state  Medicaid  programs.  These  programs  are 
adding  many  to  their  rolls  at  a  time  when  states  are  experiencing  revenue  shortfalls. 

Employers,  too,  are  becoming  increasingly  dissatisfied  with  the  current  health  system.  Many 
are  faced  with  spiraling  premium  costs  in  part  brought  on  by  providers'  raising  fees  to 
compensate  for  lower  Medicaid  and  Medicare  payment  rates  and  charity  care.  As  a  result, 
employers  have  called  for  health  care  reforms  while  also  adopting  cost-saving  strategies  of 
their  own,  such  as  enrolling  more  of  their  employees  in  managed-care  plans. 

Reflecting  what  is  widely  viewed  as  a  health  care  system  in  urgent  need  of  change,  more  than 
40  bills  have  been  introduced  in  the  102d  Congress  that  entail  a  broad  range  of  proposals  to 
address  the  problem  of  the  uninsured  as  well  as  rising  costs.  In  addition,  the  Administration 


This  figure  reflects  the  number  of  people  uninsured  at  a  given  point  in  time.  The  number  of  people  uninsured 
over  the  span  of  a  year — whether  for  the  whole  year  or  part  of  the  year — is  much  higher.  For  example,  48  million 
people  lacked  insurance  for  some  or  all  of  1987  (Short  1992). 
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recently  put  forward  its  proposal.  While  it  will  not  be  easy  to  achieve  consensus  on  any  one 
plan  or  establish  a  means  to  finance  it,  there  is  strong  interest  in  enacting  some  measure  of 
reform. 

As  national  debate  over  comprehensive  health  care  reform  intensifies,  the  work  of  the 
Commission  will  contribute  to  shaping  its  outcome.  As  described  previously,  the 
Commission's  mandate  was  significantly  expanded  in  OBRA90,  incorporating  issues  relevant 
not  only  to  Medicare  but  also  to  Medicaid  and  private  payers,  physician  supply  and 
distribution,  medical  malpractice,  practice  guidelines,  and  profiling.  The  Commission's 
analyses  and  recommendations  in  its  report  to  Congress  outline  some  of  the  major  policy  and 
operational  challenges  that  lie  ahead  —  both  for  Medicare  as  it  continues  to  refine  its  new 
physician  payment  system  and  for  the  nation  as  it  looks  ahead  to  a  sustainable  health  system 
that  assures  quality  and  access. 
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IMPACT  OF  THE  MEDICARE  FEE  SCHEDULE 


The  Commission  has  conducted  simulations  of  the  impact  of  the  Medicare  Fee  Schedule  on 
physicians  and  on  beneficiaries.  What  follows  reflects  sections  from  two  chapters  in  the  full 
annual  report  (PPRC  1992). 

IMPACT  ON  PHYSICIANS 

The  Medicare  Fee  Schedule  shifted  the  basis  of  physician  payments  from  charges  to  relative 
values  reflecting  resource  costs.  As  shown  by  the  simulations  presented  below,  the  fee 
schedule  has  significant  redistributive  effects  on  payments  for  individual  services,  for 
families  of  services,  and  for  payments  received  by  physicians  in  different  specialties.  This 
section  describes  and  analyzes  those  effects. 

With  one  exception,  these  simulations  compare  payments  under  the  Medicare  Fee  Schedule 
as  if  it  had  been  fully  implemented  in  1991  with  estimated  payments  in  1991  under  the 
customary,  prevailing,  and  reasonable  charge  (CPR)  method.^  The  1991  data  have  been 
adjusted  in  several  ways  to  remove  relative  value  changes  that  were  implemented  during  the 
period  1989  to  1991.  Since  these  changes  were  early  transitional  steps  toward  the  fee 
schedule,  they  are  incorporated  in  the  baseline.  In  particular,  adjustments  were  based  on 
various  legislative  provisions  that  changed  payment  patterns  in  line  with  preliminary 
estimates  of  the  fee  schedule's  effects.  These  provisions  include  both  reductions  in  payments 
for  radiology,  anesthesiology,  pathology,  and  designated  overvalued  procedures,  and 
differential  updates  for  primary  care  versus  other  services. 

The  exception  is  in  the  simulations  of  the  change  from  1991  to  1992,  which  show  the  impact 
on  payments  for  that  year  only.  These  simulations  use  estimated  1991  allowed  charges  as  the 
baseline.  Payments  for  1992  reflect  the  fee  update  of  1.9  percent.  This  analysis  compares 
payments  that  physicians  are  receiving  from  Medicare  in  1992  with  the  actual  rates  they 
received  in  1991. 

The  Commission's  simulations  will  differ  from  those  generated  by  the  Health  Care  Financing 
Administration  (HCFA)  and  the  American  Medical  Association  (AMA)  for  several  reasons 
{Federal  Register  1991:  59612-21;  Reynolds  1991).  First,  the  HCFA  and  AMA  simulations 
have  not  adjusted  the  1991  baseline  for  the  earlier  relative  value  changes.  As  a  result,  the 
simulations  in  this  section  will  tend  to  indicate  larger  changes  in  relative  payments. 


^  In  general,  fee  schedule  payments  in  these  simulations  do  not  include  the  fee  updates  that  will  occur  each  year. 
The  analysis  comparing  1992  payments  with  allowed  charges  in  1991,  however,  includes  the  update. 


In  addition,  these  simulations  assume  no  change  in  the  behavior  of  physicians  and 
beneficiaries  in  response  to  the  fee  schedule.  No  calculation  is  made  for  possible  shifts  in 
physician  assignment  rates  or  participation  decisions,  or  for  possible  changes  in  the  volume 
or  mix  of  services.  By  contrast,  HCFA  assumes  that  volume  and  intensity  will  increase,  but 
that  assignment  and  participation  rates  will  remain  the  same.^ 

In  these  simulations,  internal  medicine  is  divided  into  two  categories,  procedurally  oriented 
and  nonprocedurally  oriented  internists.  What  is  reported  in  data  files  as  services  provided  by 
internists  includes  those  by  general  internists  and  those  by  some  medical  subspecialists. 
Some  subspecialties  of  internal  medicine  are  not  recognized  by  HCFA,  so  physicians  in  those 
are  listed  as  internists.  For  a  few  subspecialties  that  are  recognized  by  HCFA  (such  as 
cardiology),  some  carriers  nevertheless  classify  those  physicians  as  internists.  As  a  result,  the 
category  of  internistsis  quite  heterogeneous.  In  order  to  obtain  a  better  sense  of  the 
implications  of  payment  reform  for  general  internists  and  for  internists  who  perform 
specialized  procedures,  these  simulations  divide  internists  into  two  groups  based  on  the 
services  they  provide.^ 

Impact  of  the  Fee  Schedule  Transition 

OBRA89  authorized  a  five-year  transition  to  the  fee  schedule.  Services  with  average  local 
historical  charges  between  85  and  115  percent  of  the  fee  schedule  payment  amounts  are  paid 
at  the  fee  schedule  in  1992."*  Payments  for  other  services  will  be  a  blend  of  historical  charges 
and  fee  schedule  amounts  from  1992  through  1995,  reaching  the  fee  schedule  level  in  1996. 
The  average  historical  charges  in  the  transition  period  do  not  continue  previous  specialty 
differentials. 

In  1992,  the  first  year  of  the  transition  to  the  fee  schedule,  physicians  will  experience 
noticeable  changes  in  their  payments  for  services  from  Medicare.  From  1991  to  1992,  total 
payments  to  physicians  will  decline  by  1.2  percent  (Table  2-1).  This  includes  a  3  percent 
reduction  associated  with  the  baseline  adjustment  and  the  1.9  percent  update.  In  the  first  year, 
payments  to  all  family  and  general  practitioners  increase  by  17  percent,  while  payments  to 


^  Changes  shown  in  this  chapter  are  comparable  to  changes  in  the  column  entitled  "payments  per  service"  in  the 
Final  Rule  (Federal  Register  1991:  59612-21). 

^  Since  providing  some  procedures  requires  that  the  physician  have  specialized  training,  it  is  likely  that  the 
performance  of  one  or  more  of  these  services  indicates  the  type  of  practice.  Therefore,  those  internists  who  performed 
at  least  one  heart  catheterization,  angioplasty,  pacemaker  insertion,  upper  gastrointestinal  endoscopy,  colonoscopy, 
electroencephalogram,  scan  of  extracranial  arteries,  bronchoscopy,  cardiovascular  imaging,  thyroid  imaging, 
pulmonary  perfusion  imaging,  dialysis,  cystourethroscopy,  nerve  conduction  study,  or  electromyography  were 
categorized  as  procedurally  oriented  internists.  Other  internists  were  identified  as  nonprocedurally  oriented  internists. 

^  This  transition  applies  to  all  services  except  radiology.  OBRA90  provided  that  payments  for  those  radiology 
services  whose  charges  are  between  85  percent  and  109  percent  (compared  with  115  percent  for  other  services)  of  the 
fee  schedule  be  paid  the  fee  schedule  amount  in  1991.  Overvalued  radiology  services  are  being  reduced  at  a  slower  rate 
than  are  other  services. 
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most  other  specialties  change  by  much  smaller  amounts.  A  large  component  of  this  increase 
for  family  and  general  practice  results  from  complete  elimination  of  specialty  differentials  in 
1992. 

Table  2-1.      Change  in  Payments  by  Specialty:  Comparison  of  1992  with  1991 
Payments 


SPECIALTY  PERCENT  CHANGE 


MEDICAL 

Cardiology 

-6 

Family/GenGral  PracticG 

17 

Gastroenterology 

-8 

II  iiK^i  1  icii  ivic;\jii^ii  ic 

1 

1 

Nonprocedurally  Oriented 

2 

Procedurally  Oriented 

-1 

Other  Medical 

3 

SURGICAL 

-4 

General  Surgery 

-3 

Ophthalmology 

-9 

Orthopedic  Surgery 

-4 

Thoracic  Surgery 

-9 

Urology 

-3 

Other  Surgical 

2 

RADIOLOGY/PATHOLOGY 

-9 

Radiology 

-9 

Pathology 

-9 

OTHER 

2 

ALL  PHYSICIANS 

-1 

Source:       PPRC  simulations  using  1988  BMAD  I,  aged  to  1992.   Payments  in  1992  include  the  1.9 
percent  update. 

The  impact  on  individual  physicians  differs  from  the  change  reported  for  their  specialties, 
with  some  physicians  experiencing  significantly  larger  changes  than  shown  above  for  their 
specialty  (Table  2-2).  For  example,  the  largest  decline  for  a  specialty  is  9  percent,  whereas  26 
percent  of  all  individual  physicians  will  experience  decreases  of  more  than  10  percent.  While 
over  half  of  the  physicians  will  experience  changes  of  10  percent  or  less  in  payments  in  1992, 
1 1  percent  will  gain  more  than  20  percent  and  2  percent  will  lose  more  than  20  percent.  Large 
proportions  of  general  and  family  practitioners  will  experience  substantial  increases  in 
payments. 
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Table  2-2. 


Distribution  of  Physician  Practices  by  Percent  Change  in  Payments: 
Comparison  of  1992  with  1991  Payments 


PERCENT  CHANGE  IN  PAYMENTS 

Loss 

Gain 

Percent 

SPECIALTY 

>30 

21-30 

11-20 

0-10 

0-10 

11-20 

21-30  >30 

w/  Gains 

MEDICAL 

0 

3 

16 

28 

23 

13 

8 

9 

53 

Cardiology 

0 

5 

24 

43 

16 

5 

3 

4 

28 

Family/General  Practice 

0 

0 

3 

10 

20 

24 

18 

23 

85 

Gastroenterology 

0 

3 

55 

30 

7 

2 

1 

2 

12 

Internal  Medicine 

0 

2 

14 

33 

29 

12 

6 

4 

51 

Nonprocedurally  Oriented 

0 

2 

11 

32 

30 

15 

6 

5 

56 

Procedurally  Oriented 

0 

1 

21 

36 

26 

8 

5 

4 

43 

Other  Medical 

1 

4 

15 

27 

25 

12 

6 

10 

53 

SURGICAL  0       1        28       40      19         7         2        3  31 


General  Surgery 

0 

0 

25 

46 

21 

5 

2 

1 

29 

Ophthalmology 

0 

1 

37 

43 

14 

3 

1 

1 

19 

Orthopedic  Surgery 

0 

0 

23 

43 

23 

7 

3 

0 

33 

Thoracic  Surgery 

0 

9 

50 

28 

7 

2 

2 

1 

12 

Urology 

0 

0 

15 

48 

25 

7 

2 

2 

36 

Other  Surgical 

0 

1 

16 

29 

23 

15 

6 

9 

53 

RADIOLOGY/PATHOLOGY 

2 

4 

49 

34 

7 

2 

1 

1 

11 

Radiology 

1 

0 

52 

37 

7 

2 

1 

0 

10 

Pathology 

4 

28 

34 

19 

5 

3 

1 

4 

13 

OTHER 

0 

1 

18 

49 

19 

6 

3 

5 

33 

ALL  PHYSICIANS 

0 

2 

24 

35 

19 

9 

5 

6 

39 

Source:     PPRC  simulations  using  1988  BMAD  III,  aged  to  1992.  Practices  are  weighted  by  payments  in 
1992.  Payments  in  1992  include  the  1.9  percent  update. 

If  OBRA89  and  OBRA90  are  seen  as  the  beginning  of  the  transition  to  the  fee  schedule,  62 
percent  of  the  total  change  in  payment  rates  will  be  accomplished  by  1992  (Table  2-3).  After 
1992,  the  remaining  change  will  be  spread  evenly  over  the  next  four  years.  Evaluation  and 
management  (EM)  and  other  services  move  toward  the  fee  schedule  at  fairly  similar  rates. 

Impact  on  Final  Fee  Schedule  Payments  for  Illustrative  Services 

When  fully  implemented,  the  Medicare  Fee  Schedule  will  substantially  increase  payments  for 
some  services  and  reduce  payments  for  others  compared  to  adjusted  1991  allowed  charges 
(Table  2-4).  Payments  for  office  visits  with  an  established  patient  will  increase  32  percent, 
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while  those  for  subsequent  hospital  care  visits  will  increase  25  percent/  On  the  other  hand, 
payments  for  most  of  the  listed  surgical  and  diagnostic  procedures  will  decrease  more  than  25 
percent. 

Table  2-3.      Fee  Schedule  Transition:  Percent  of  Total  Change  Accomplished, 
by  Year 


1991  1992         1993        1994        1995  1996 


Specialty  Group 


Medical 

19 

58 

68 

79 

89 

100 

Surgical 

26 

66 

74 

83 

91 

100 

Radiology/Pathology 

35 

68 

76 

84 

92 

100 

Other 

24 

58 

68 

79 

89 

100 

Types  of  Services 

Evaluation  and  Management 

17 

60 

70 

80 

90 

100 

Other 

28 

63 

72 

82 

91 

100 

All  Services 

24 

62 

72 

81 

91 

100 

Source:  PPRC  simulations  using  1988  BMAD  I,  aged  to  1991. 

Changes  in  payments  for  specific  procedures  occur  because  relative  charges  for  many 
procedures  under  CPR  are  different  from  relative  values  under  the  Medicare  Fee  Schedule. 
This  can  be  shown  by  calculating  ratios  of  allowed  charges  to  total  relative  value  units 
(RVUs)  assigned  under  the  fee  schedule  for  different  services.  For  example,  under  CPR 
physicians  were  paid  $55  per  RVU  for  performing  a  coronary  artery  bypass  graft,  but 
received  $23  per  RVU  for  an  intermediate  office  visit  with  an  established  patient.  In  contrast, 
under  the  fee  schedule  all  services  are  paid  at  a  rate  of  $31  per  RVU  in  1992. 

Additional  insight  into  the  pattern  of  changes  in  payment  by  service  can  be  gained  by 
grouping  the  thousands  of  services  into  families  (Table  2-5).^  While  there  are  substantial 
increases  in  payments  for  evaluation  and  management  services,  there  are  decreases  in 
payments  for  all  other  families  of  services. 


^  Since  codes  for  EM  services  were  significantly  revised  for  1992,  it  is  difficult  to  predict  how  physicians  will  use 
these  new  codes.  Although  simulations  reported  in  this  chapter  are  based  on  HCFA's  crosswalk,  changes  in  payments 
will  depend  on  the  actual  use  of  these  codes. 

^  For  those  interested  in  the  payments  for  services  not  listed  above,  the  national  average  payment  can  be  calculated 
by  multiplying  the  relative  value  units  for  the  service  (which  are  listed  in  the  Final  Rule)  times  the  conversion  factor 
{Federal  Register  1991). 
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Table  2-4. 


Change  in  Medicare  Payments  for  Selected  Procedures:  Fully 
Implemented  Medicare  Fee  Schedule  Compared  with  Adjusted  1991 
Baseline 


PERCENT 

CPT  CODE  DESCRIPTION  CHANGE 


EVALUATION  AND  MANAGEMENT 


92014 

Eye  Exam,  Established  Patient 

32 

99201  -  99205 

Office  Visit,  New  Patient 

49 

99211  -  99215 

Office  Visit,  Established  Patient 

32 

99221  -  99223 

Initial  Hospital  Care 

33 

OUUocLjUcill  ilUolJllcil  Odlc; 

99241  -  99245 

Office  Consultation 

20 

Initial  Innationt  r^nnci  iltatir\n 

II  IIUCll  II  ipdiici  11  OUI  loUILctllUI  1 

1  o 

99261  -  99263 

Follow-up  Inpatient  Consultation 

31 

99271  -  99275 

Confirmatory  Consultation 

10 

SURGERY 

27130 

Total  Hip  Replacement 

-30 

27244 

Repair  Femur  Fracture 

-13 

33207 

Insertion  of  Pacemaker 

-47 

33512 

Coronary  Artery  Bypass 

-44 

44140 

Partial  Removal  of  Colon 

-26 

49505 

Repair  Inguinal  Hernia 

-40 

52601 

Prostatectomy  (TUR) 

-30 

66984 

Remove  Cataract,  Insert  Lens 

-40 

DIAGNOSTIC 

43235 

Upper  Gl  Endoscopy 

-31 

45378 

Diagnostic  Colonoscopy 

-38 

52000 

Cystoscopy 

-3 

71010 

Chest  X-Ray  (Global) 

-4 

71010 

Chest  X-Ray  (Professional  Component) 

-27 

70470 

Contrast  CAT  Scan  of  Head  (Global) 

-15 

70470 

Contrast  CAT  Scan  of  Head  (Professional  Component) 

-46 

ALL  SERVICES  -6.5 


Source:  PPRC  simulations  using  1988  BMAD  I,  aged  to  1991. 
Impact  by  Specialty 

Under  the  Medicare  Fee  Schedule,  payments  to  groups  of  specialties  and  specialists  who 
largely  provide  evaluation  and  management  services  will  increase  and  those  to  others  will 
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decrease  (Table  2-6)7  Payments  to  medical  specialties  as  a  group  will  increase  slightly  and 
payments  to  surgical  specialties  and  hospital-based  specialties  will  decrease  significantly. 

Table  2-5.  Change  in  Medicare  Payments  for  Families  of  Services:  Fully 
Implemented  Medicare  Fee  Schedule  Compared  with  Adjusted  1991 
Baseline 

FAMILY  PERCENT  CHANGE 


Evaluation  and  Management  31 

Diagnostic  Procedures  -25 

Global  Surgical  Procedures  -30 

Pathology  -20 

Radiology  -27 

Therapeutic  Procedures  -8 


Source:  PPRC  simulations  using  BMAD  I,  aged  to  1991. 

Within  the  category  of  medical  specialties,  those  specialties  that  provide  more  procedures 
(e.g.,  cardiology  and  gastroenterology)  will  have  decreased  payments.  Those  that  provide 
predominantly  EM  services  (e.g.,  family  practice  and  general  practice)  will  have  substantial 
increases. 

This  pattern  holds  even  within  internal  medicine.  When  physicians  identifying  themselves  as 
internists  are  divided  into  two  groups  based  on  the  services  that  they  provide,  those  who  did 
not  perform  any  specialized  procedures  will  receive  16  percent  more  under  the  fee  schedule 
than  under  CPR.  Payments  to  procedurally  oriented  internists  will  remain  about  the  same. 

Within-Specialty  Effects.  Within  the  same  specialty  some  physicians  will  receive  increased 
payments;  others  will  receive  decreases  (Table  2-7).  This  is  true  in  varying  degrees  for 
allspecialties.  Whereas  payments  to  family  and  general  practice  physicians  will  rise  on 
average,  payments  to  about  6  percent  of  physicians  in  those  specialties  will  fall.  On  the  other 
hand,  while  on  average  general  surgeons  will  lose  revenue,  about  23  percent  of  general 
surgeons  will  gain  revenue.  These  variations  are  due  to  differences  in  the  mix  of  services 
physicians  provide,  to  their  previous  charges  relative  to  those  of  their  peers,  and  comparisons 
between  local  charges  and  payments  adjusted  by  the  geographic  adjustment  factor  (GAP). 


^  Estimates  of  the  impact  of  the  fee  schedule  on  specialties  are  subject  to  uncertainty  because  there  may  be  changes 
in  the  volume  and  intensity  of  services  provided.  Major  revisions  in  codes  and  the  actual  use  of  new  codes  by 
physicians  will  also  affect  impact  of  the  fee  schedule  on  specialties.  Estimates  for  changes  in  pathology,  for  example, 
are  subject  to  more  uncertainty  than  those  for  other  specialties  because  of  major  coding  changes  (e.g.,  CPT  codes 
88300-88309). 
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Table  2-6.      Change  in  Medicare  Payments,  by  Specialty:   Fully  Implemented 
Medicare  Fee  Schedule  Compared  with  Adjusted  1991  Baseline 


SPECIALTY  PERCENT  CHANGE 


^^P^IPAI  ■ 

IVICL/IOrtL 

Q 

y 

oaruioiogy 

-di  1 

1  arniiy/ueriercii  r  raciioe 

oy 

Gastroenterology 

-19 

Internal  Medicine 

9 

Non-procedurally  oriented 

16 

Procedurally-Oriented 

0 

\Jinx3\  IVIc;U)Od.l 

1  o 

SURGICAL 

-15 

General  Surgery 

-14 

Ophthalmology 

-25 

Orthopedic  Surgery 

-14 

Thoracic  Surgery 

-35 

Urology 

-7 

Other  Surgical 

4 

RAPs 

-28 

Radiology 

-27 

Anesthesiology 

-31 

Pathology 

-23 

OTHER 

-1 

ALL  PHYSICIANS 

-6.5 

Source:  PPRC  simulations  using  1988  BMAD  I,  aged  to  1991.  Anesthesiology's  change  is  calculated 
as  the  change  in  the  conversion  factor.  Total  payments  to  anesthesiologists  were  further 
reduced  due  to  other  provisions  of  OBRA89  and  OBRA90. 

The  impact  of  service-mix  differences  on  a  specialty  is  also  demonstrated  in  the  contrast 
between  the  two  categories  of  internists.  Compared  with  nonprocedurally  oriented  internists, 
a  larger  number  of  procedurally  oriented  internists  will  have  losses  (Table  2-7).  An  example 
of  the  differential  change  within  specialties  associated  with  the  geographic  aspects  of  reform 
is  that  less  than  1  percent  of  family  and  general  practitioners  in  rural  areas  will  have  losses, 
while  nearly  9  percent  in  extremely  large  metropolitan  areas  (those  with  populations  of  more 
than  3  million)  will  have  losses. 


48 


Table  2-7.  Distribution  of  Physician  Practices  by  Percent  Cliange  in  Payments: 
Comparison  of  Fully  Implemented  Medicare  Fee  Schedule  with  1991 
Adjusted  Baseline,  by  Specialty 


PERCENT  CHANGE  IN  PAYMENTS 

Loss  Gain  Percent 

SPECIALTY  >50    26-50  11-25  0-10    0-10  11-25  26-50    >50      w/ Gains 


MEDICAL 

1 

7 

13 

10 

13 

19 

21 

17 

70 

Cardiology 

3 

28 

31 

16 

9 

8 

4 

1 

22 

rdillliy/Vjicl Icidl  r  idOUOc 

1 

o 
c. 

q 

D 

1  o 

Gastroenterology 

0 

24 

51 

13 

5 

2 

1 

3 

11 

Internal  Medicine 

0 

3 

9 

10 

17 

29 

24 

8 

78 

Nonprocedurally  Oriented 

0 

1 

5 

8 

16 

30 

29 

10 

85 

Procedurally  Oriented 

0 

7 

17 

13 

19 

25 

14 

4 

62 

Other  Medical 

u 

Q 

y 

1  o 

1  d. 

OA 

1  y 

1  O 

-7-7 

SURGICAL 

1 

23 

31 

19 

10 

7 

5 

4 

26 

General  Surgery 

0 

19 

37 

21 

10 

7 

4 

2 

23 

Ophthalmology 

1 

40 

40 

13 

3 

1 

1 

6 

Orthopedic  Surgery 

0 

10 

39 

32 

14 

5 

0 

20 

Thoracic  Surgery 

9 

61 

22 

5 

1 

1 

0 

3 

Urology 

0 

7 

26 

30 

21 

12 

3 

37 

Other  Surgical 

0 

9 

21 

17 

19 

17 

11 

6 
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RADIOLOGY/PATHOLOGY 

1 

48 

36 

6 

3 

2 

2 

2 

9 

Radiology 

0 

47 

38 

6 

3 

1 

2 

2 

8 

Pathology 

5 

54 

23 

5 

5 

3 

1 

5 

14 

OTHER 

1 

10 

24 

16 

16 

10 

12 

11 

49 

ALL  PHYSICIANS 

1 

16 

23 

13 

12 

12 

13 

10 

47 

Source:     PPRC  simulations  using  1988  BMAD  III,  aged  to  1991.  Practices  are  weighted  by  payments 
under  the  Medicare  Fee  Schedule. 

Implications  for  Geographic  Areas 

Payments  under  the  fee  schedule  are  adjusted  by  the  GAF  so  that  payments  for  the  same 
service  reflect  only  differences  in  physicians'  costs  of  furnishing  the  service.  The  Medicare 

Fee  Schedule  will  redistribute  payments  from  urban  areas  to  rural  areas,  especially  those 
counties  with  the  smallest  populations  (Table  2-8).  Most  of  the  redistribution  across 
geographic  areas  is  due  to  the  previous  level  of  charges  relative  to  national  average  charges 
and  the  GAF.  Part  is  also  attributable  to  the  mix  of  services  provided  in  an  area.  Rural 
counties,  especially  the  smallest  ones,  have  a  higher  proportion  of  evaluation  and 
management  services  than  urban  areas. 
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Table  2-8. 


Change  in  Medicare  Payments  for  Geographic  Areas:  Fully 
Implemented  Medicare  Fee  Schedule  Compared  with  Adjusted  1991 
Baseline 


AREA  PERCENT 


Metropolitan  >3  million  -9 

Metropolitan  between  1  and  3  million  -9 

Metropolitan  <1  million  -4 

Rural  County  >25,000  1 

Rural  County  <25,000  27 

ALL  LOCATIONS  -6.5 


Source:    PPRC  simulations  using  1988  BMAD  III,  aged  to  1991. 

Within  each  geographical  category,  some  physicians  will  lose  revenue  and  others  will  gain 
(Table  2-9).  While  the  typical  physician  in  the  largest  metropolitan  areas  will  lose  revenue 
under  the  fee  schedule,  about  43  percent  will  gain.  By  contrast,  whereas  the  typical  physician 
in  the  small  rural  areas  (those  with  populations  of  less  than  25,000)  will  gain  revenue,  about 
17  percent  will  experience  a  decline  in  payments.  This  variation  is  due  to  differences  in 
historical  charges  and  the  mix  of  services  provided  by  physicians  practicing 
within  each  type  of  area. 


Table  2-9.  Distribution  of  Physician  Practices  by  Percent  Change  in  Payment: 
Comparison  of  Fully  Implemented  Medicare  Fee  Schedule  with  1991 
Adjusted  Baseline,  by  Geographic  Area 


PERCENT  CHANGE  IN  PAYMENT 

Loss 

Gain 

Percent 

AREA 

>50 

26-50 

11-25 

0-10 

0-10 

11-25 

26-50 

>50 

w/  Gains 

Metropolitan  >3  million 

2 

18 

23 

14 

11 

13 

11 

8 

43 

Metropolitan  1-3  million 

1 

18 

25 

15 

11 

12 

10 

7 

40 

Metropolitan  >1  million 

1 

16 

22 

13 

13 

12 

14 

9 

49 

Rural  County  >25,000 

0 

12 

21 

11 

8 

15 

16 

16 

55 

Rural  County  <25,000 

0 

3 

8 

6 

12 

8 

23 

39 

82 

Source:       PPRC  simulations  using  1988  BMAD  III,  aged  to  1991.  Practices  are  weighted  by  payments 
under  the  Medicare  Fee  Schedule. 
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Understanding  the  Impact  of  Payment  Reform 

The  total  impact  on  a  specialty  is  the  sum  of  the  impacts  of  three  different  aspects  of  payment 
reform  —  the  elimination  of  specialty  differentials,  the  relative  value  scale,  and  the  GAF. 
Paying  physicians  in  different  specialties  the  same  amount  for  the  same  service  will  increase 
payments  for  some  specialties  and  decrease  payments  for  others  when  there  is  significant 
overlap  in  the  services  provided  by  those  specialties.  Evaluation  and  management  services 
are  the  most  notable  in  this  regard  since  they  are  provided  by  physicians  in  most  specialties. 
Therefore,  the  elimination  of  specialty  differentials  has  the  most  pronounced  effect  on 
medical  specialties.  It  results  in  higher  payments  for  general  and  family  practice  physicians, 
but  lower  payments  for  the  other  medical  specialties  (Table  2-10).  For  most  other  specialties, 
this  aspect  of  payment  reform  has  only  a  small  impact. 

The  geographic  adjustment  policy  will  affect  specialties  that  are  not  evenly  distributed  across 
all  locations  (Table  2-10).  Thus,  family  and  general  practice  physicians,  who  are  more  likely 
to  be  located  in  rural  areas,  will  benefit  from  this  aspect.  Most  other  specialties  will 
experience  slight  decreases  due  to  this  policy.  Overall,  the  geographic  adjustment  is  not  a 
major  factor  in  the  redistribution  of  payments  across  specialties. 

The  third  aspect  of  payment  reform,  the  resource-based  relative  value  scale,  generates  most 
of  the  change  for  nearly  all  specialties  (Table  2-10).  Even  for  family  and  general  practice 
physicians,  a  larger  proportion  of  the  change  in  payments  is  attributable  to  changes  in  the 
relative  value  scale  (RVS)  than  to  either  the  elimination  of  specialty  differentials  or  the 
geographic  adjuster. 

IMP\CT  ON  BENEFICIARIES 

The  Medicare  Fee  Schedule  was  designed  to  improve  financial  protection  for  beneficiaries. 
Changes  in  the  amounts  beneficiaries  will  spend  out  of  pocket  will  be  affected  by  changes  in 
fees  for  different  services,  charge  limits  specified  in  payment  reform  legislation,  and  changes 
in  physician  billing  practices. 

Previous  simulations  conducted  by  the  Commission  and  others  indicated  there  would  be 
decreases  in  balance  bills  and  no  change  in  coinsurance  (PPRC  1989;  Mitchell  and  Menke 
1990).  The  simulations  reported  in  this  section  indicate  that  beneficiaries'  liabilities  for 
balance  bills  may  decline  significantly,  and  liabilities  for  coinsurance  will  be  slightly  lower 
than  they  were  previously. 

Estimates  of  the  impact  of  the  fee  schedule  on  beneficiaries,  especially  that  due  to  the  charge 
limit,  are  sensitive  to  assumptions  about  physicians'  responses  to  the  fee  schedule.  As  with 
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Table  2-10.    Decomposition  of  Medicare  Fee  Schedule  Changes,  by  Specialty 


COMPONENTS 

OF  CHANGE 

Elimination  of 

Baseline 

Specialty 

vacoyroipnic 

Value 

SPECIALTY  Adjustment 

Differential 

Adjustment 

Scale 

lOtai 

MEDICAL 

-6.5 

0 

2 

14 

9 

Cardiology 

-6.5 

-3 

-1 

-10 

-21 

Family/General  Practice 

-6.5 

12 

o 
O 

26 

39 

Gastroenterology 

-6.5 

-1 

U 

-1  1 

-iy 

Internal  Medicine 

-6.5 

-5 

U 

Oi 
d.\ 

y 

Nonprocedurally  Oriented 

-6.5 

-5 

o 

on 

16 

Procedurally  Oriented 

-6.5 

-6 

o 
o 

y 

U 

Other  Medical 

-6.5 

-4 

-1 

27 

16 

SURGICAL 

-6.5 

1 

-1 

-8 

-15 

General  Surgery 

-6.5 

2 

n 
U 

-1  1 

i  /I 

-14 

Ophthalmology 

-6.5 

-1 

-2 

-16 

-25 

Orthopedic  Surgery 

-6.5 

2 

-5 

-4 

-14 

Thoracic  Surgery 

-6.5 

0 

-3 

-25 

-35 

Urology 

-6.5 

-1 

0 

0 

-7 

Other  Surgery 

-6.5 

2 

1 

10 

6 

RADIOLOGY/PATHOLOGY 

-6.5 

-1 

-2 

-17 

-27 

Radiology 

-6.5 

-2 

-2 

-17 

-27 

Pathology 

-6.5 

0 

-3 

-13 

-23 

OTHER 

-6.5 

-3 

11 

-3 

-1 

Source:  PPRC  simulations  using  1988  BMAD  III,  aged  to  1991. 

previous  simulations  of  the  fee  schedule's  impact  on  beneficiaries,  this  one  assumes  that 
physicians  will  change  neither  their  participation  decisions  nor  their  balance  bills.  Given  the 
recent  experience  with  the  participating  physician  program,  these  simulations  probably 
underestimate  participation  rates  and,  therefore,  understate  savings  due  to  the  charge  limit. 
After  the  implementation  of  the  more  stringent  charge  limits  beginning  in  1991,  the  overall 
physician  participation  rate  grew  by  about  5  percentage  points  over  the  previous  participation 
period.  Even  those  specialties  that  provide  services  that  were  subject  to  cuts  under  OBRA90 
had  increased  participation  rates  (see  Table  1-4).  Physician  participation  rates  increased  by  a 
comparable  amount  in  1992. 

The  combination  of  the  Medicare  Fee  Schedule  and  the  charge  limits  is  projected  to  reduce 
beneficiaries'  out-of-pocket  costs.  The  impact  of  the  coinsurance  change  will  be  small  and 
vary  somewhat  across  categories  of  beneficiaries.  The  limits  on  charges  may  significantly 
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reduce  beneficiary  liability  for  balance  bills  with  little  variation  across  beneficiary 
categories.^ 

Changes  in  Coinsurance 

For  beneficiaries  in  the  aggregate,  total  coinsurance  payments  will  decline  by  6.5  percent  due 
to  the  reduction  in  payments  to  physicians  (Table  2-11).  The  degree  of  change  in  coinsurance 
will  vary  across  types  of  beneficiaries,  depending  on  the  location  and  mix  of  services 

Table  2-11.    Change  in  Beneficiaries'  Liabilities  for  Coinsurance 

BENEFICIARY  CATEGORY  PERCENT  CHANGE 


All  -7 
Sex 

Male  -9 

Female  -4 

Race 

Black  -6 

Other  -7 

Age 

65  -  74  -8 

75  -  84  -7 

85  +  -1 

Area 

Metropolitan  >3  million  -1 1 

Metropolitan  1-3  million  -10 

Metropolitan  <1  million  -6 

Rural  >25,000  -2 

Rural  <25,000  3 

Hospitalized 

Yes  -10 

No  7 

Source:  PPRC  simulations  using  1989  BMAD  IV  1992.  Geographic  areas  are  assigned  based  on 

beneficiaries'  residences. 

received.  Because  payments  will  rise  in  rural  areas  and  decline  in  urban  areas,  there  will  be 
an  11  percent  decrease  in  coinsurance  for  beneficiaries  living  in  urban  areas,  while  there  will 
be  a  3  percent  increase  for  beneficiaries  living  in  rural  areas. ^  The  impact  on  those 

beneficiaries  receiving  primarily  EM  services  that  are  slated  to  have  increased  payments  will 


^  These  simulations  are  based  on  221,380  beneficiaries  that  were  randomly  selected  from  the  1988  beneficiary  file 
of  the  Part  B  Medicare  Annual  Data  file. 

^  Changes  for  geographic  areas  described  above  differ  from  those  reported  in  earlier  because  these  are  reported  by 
the  location  of  beneficiaries'  residences  and  those  noted  earlier  are  reported  by  physicians'  practice  locations. 
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differ  from  those  receiving  surgical  global  services  for  which  payments  will  decrease.  This  is 
shown,  for  example,  by  comparing  beneficiaries  who  are  not  hospitalized  and  whose 
coinsurance  payments  will  increase  with  those  who  are  hospitalized  and  who  will  have 
reduced  coinsurance  payments. 

Changes  in  Balance  Bills 

The  charge  limit  is  expected  to  reduce  total  liabilities  for  balance  bills.  If  physicians  do  not 
change  their  assignment  status  and  submitted  charges,  balance  bills  will  be  reduced  by  74 
percent  (Table  2-12).^° 

Table  2-12.    Change  in  Beneficiaries'  Liabilities  for  Balance  Bills 

BENEFICIARY  CATEGORY  PERCENT  CHANGE 

All  -74 
Ssx 

Male  -74 

Female  -75 

Race 

Black  -78 

Other  -74 

Age 

65  -  74  -74 

75  -  84  -74 

85  +  -75 

Beneficiary  Residence 

Metropolitan  >3  million  -74 

Metropolitan  1-3  million  -74 

Metropolitan  <1  million  -74 

Rural  >25,000  -74 

Rural  <25,000  -76 

Hospitalized 

Yes  -75 
No  -73 

Source:  PPRC  simulations  using  1988  BMAD  IV  1992.  Geographic  areas  are  assigned  based  on 

beneficiaries'  residences. 

Previous  simulations  showed  that  the  percentage  change  across  all  categories  of  beneficiaries 
would  be  fairly  uniform  (PPRC  1991;  Mitchell  and  Menke  1990).  The  results  shown  here  are 


The  percentage  change  in  balance  bills  will  be  slightly  higher  than  shown  because  these  estimates  do  not  include 
reductions  in  balance  bills  for  anesthesia  services,  which  historically  have  had  higher  balance  bills  than  those  for  other 
services. 
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similar  to  those  presented  in  previous  simulations  with  the  percentage  decrease  in  balance 
bills  fairly  uniform  across  all  beneficiary  categories  (Table  2-12). 

If  physicians  do  not  change  their  assignment  status  and  submitted  charges,  fewer 
beneficiaries  will  have  large  expenditures  for  balance  bills  than  previously.  In  1988  about  2 
percent  of  beneficiaries  had  total  annual  balance  bills  in  excess  of  $500,  while  under  the  fee 
schedule  almost  no  beneficiaries  are  likely  to  have  total  annual  balance  bills  of  more  than 
$500. 
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